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N THE NIGHT of October 14, 1946, President 

Truman faced a microphone in Washington and 
sounded the swan song of the era of federal wartime 
controls on business. The President’s speech, for all 
practical purposes, terminated the war economy. At 
long last, prices will be determined by supply and 
demand without bureaucratic interference; and wages 
will be determined by negotiations, rather than by 
government partisanship and edict. 

Fear that public discontent and bitterness at the 
meat and other food shortages would manifest itself 
in a large protest vote on Election Day lent such 
urgency to the decontrol program that within two 
weeks literally hundreds of items had been released 
from throttling bureaucratic control. In foods, for 
example, only rice, sugar and some sugar products 
remained under control by Election Day. 

The removal of price controls is of far more signifi- 
cance to the businessman that is generally appre- 
ciated because it automatically cancels all wage con- 
trols on those engaged in producing the decontrolled 
goods. Although wage controls have been ineffective 
in most fields, they undoubtedly did have some re- 
straining influence. Decontrol removes all such 
restraints. 

The behavior of meat prices following decontrol 
indicates the price pattern which may be expected 
in most lines. At first, prices rise, which causes 
increasing supply and increasing buyers’ resistance. 
As a result, inventories accumulate which causes 
prices to drop. 

In addition, there is a simple, yet basic and power- 
ful, phychological reaction set up; that is, value made 
by scarcity. As long as a commodity is not freely 
available, almost everyone wants it at almost any 
price. But as such a commodity becomes generally 
available, many people lose their eagerness to buy. 
They suddenly discover that they have no immediate 
need for the commodity and postpone buying indefi- 


nitely or they find that they can get along with much 
less of the commodity than they had previously 
thought! 

The elimination of such scarcity value and the 
stoppage of forehanded buying which follows the 
appearance of adequate supplies in the market have 
a powerful influence on prices. 


THE STRIKE FRONT 


October witnessed the end of one group of strikes 
and the birth of a much more serious wave of labor 
difficulties. 

As a result of the Administration’s capitulation to 
the demand of John L. Lewis for a new agreement, 
the United Mine Workers is leading the way in the 
developing battle for a new wage pattern which may 
affect several million workers in the basic industries. 
These groups include the United Rubber Workers, 
with a demand for a $2 a day increase; the United 
Automobile Workers, who began negotiations indi- 
cating that they would demand an increase of $2.08 
to $2.80 a day; workers in packing houses, oil, steel 
and textiles. 

Encouragement for the new demands was received 
from Washington from John D. Small, Civilian Pro- 
duction Administrator, on October 24, who pro- 
claimed that rising living costs warranted increases in 
wages which could be made, if kept reasonable, “with- 
out too drastic a price reaction.” 

In startling contrast to the attitude of this govern- 
ment official was the view expressed on October 28 
in the International Teamster, official magazine of 
the International Brotherhood of Teamsters (AFL) 
that “strikes have become a national menace.” They 
are “an invitation to inflation and depression,” an 
unsigned article declares. “They must be curtailed 
or the nation will sink into chaos and organized labor 
will perish.” 

Labor remained the No. 1 problem of the country. 
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Labor conditions continued to deteriorate and the 
bankruptcy of the Administrator’s labor policy be- 
came more and more apparent. All developments 
indicated that the labor problem would become much 
worse before it got better. 


EFFECT OF HIGH PRICES 


While the trend of wages and salaries continued 
upward the continuation of labor warfare was a drain 
on savings, both individual and corporate. The abil- 
ity of many people to buy goods has materially de- 
creased because of the increase in prices. Every price 
increase means that many people, whose income has 
not kept pace with the increasing cost of living, can 
buy less and less. This decline in relative purchasing 
power was aggravated in October and will become 
more evident as time passes. 

High prices also began to demonstrate the unsub- 
stantial character of many backlogs of demand. Re- 
tailers began to worry about duplication of orders 
they had placed with suppliers. Manufacturers, 
wholesalers and retailers became concerned about 
cancellation of orders placed with them. 

Clearly, higher prices, particularly for durable 
goods, will in the long run reduce business activity. 
Higher wages, without increased productivity, mean 
higher prices or reduced profits, or both. That is why 
the new wage demands are viewed with such con- 
cern. 

Industrial activity during the month increased, ac- 
companied by continued increase of inventories at all 
levels. Although two trucking strikes complicated the 
local situation, New York City department stores 
became concerned about inventory accumulations 
and early in November began vigorous mark-down 
and store-wide promotion sales. 

While the general trend of prices was sharply up- 
ward, the break in the price of cotton brought sub- 
stantial quantities of textiles into the market at ceil- 
ing prices. In fact, it is not too much to say that the 
end of the sellers’ market in textiles is at hand. There 
is even the distinct possibility that prices lower than 
present ceilings will prevail if governmental inter- 
ference is eliminated. 

The lower prices of grains likewise forecast lower 
food prices all along the line, including meats. 

In the stock market the price trend continued 
mixed. The disappointing profits outlook of some 
industries and the new demands of labor were the 
main bearish influences. The prospect of even higher 
wages and higher prices, which would reduce volume 
and further adversely affect earnings, depressed stock 
values. Toward the end of the month the market 
improved, primarily because of the more favorable 
political outlook. 

On the other hand, the money market continued 
on a strong basis. Chairman Eccles of the Federal 


Reserve Board stated in a speech in Boston that the 
Treasury would not need to issue any securities in 
the near future to meet the needs of the market. He 
felt that there were enough securities available to 
meet normal investment demand. 

The Treasury announced the redemption of $2 bil- 
lion of certificates due on November 1, 1946. Although 
this further reduced reserves and bank deposits, it 
had little effect on the market as it had been antici- 
pated. Immediately after the Treasury announce- 
ment of the redemption, the Federal Reserve Board 
officially stated that there had been no change in the 
credit policy of the monetary authorities. 

Future Treasury policy will undoubtedly depend on 
the business outlook. If a boom period materializes, 
the Treasury may be expected to sell securities to 
nonbank investors to redeem securities held by the 
banks, thus reducing the volume of bank deposits. 
By the same token, if a recession seems imminent, 
the Treasury may be expected to delay or even re- 
verse its bank deposit reduction drive. 

Closely following decontrols in importance to busi- 
ness is the General Assembly of the United Nations 
in Flushing. No final conclusions can be drawn while 
the meeting is still in session, but developments so 
far have not been encouraging. Upon the outcome of 
this meeting and the concurrent meeting of the Coun- 
cil of Foreign Ministers (which started on November 
4) will depend the following: 


1. Settlement of the peace treaty with Germany and 
her satellites; 

2. Whether we shall live in One World or whether there 
will be a split between the East and the West; 

8. The cost of armaments in the United States and 
elsewhere; 

4. The extent and nature of foreign trade and inter- 
national economic relations in general. 


The other big development in October was the 
election campaign. Although the actual voting was 
in November, the election is so important to business- 
men under present conditions that a short comment 
is in order. 

In a world engulfed by the trend toward collectiv- 
ism, United States voters decisively indicated their 
preference for the American system of competitive 
private enterprise. The importance of the sweeping 
Republican victory was well summarized by Gov- 
ernor Dewey: “In this election our people were mak- 
ing a choice between different kinds of government 
involving two different kinds of philosophies.” 

The one thing on which all disinterested students 
of business agree is that the national economy is out 
of balance. There can be no argument as to that. 
What is most needed is a sense of stability. The new 
Congress can provide the legislative groundwork for 
this much needed balance and stability. 


November, 1946 


BUSINESS RECORD 431 


Trends in Concentration and Integration 


I. The “Threat” of Big Business 


HE so-called concentration problem has been a 

center of public interest and a source of lively 
debate between businessmen, politicians, government 
administrators and academic economists ever since 
the trust-busting campaign of the pre-World War I 
era. During this period the Pujo, investigation of 
investment banking led to the Federal Reserve, Fed- 
eral Trade Commission and Clayton acts.1 The dec- 
ade of the Twenties saw a temporary decline in the 
traditional American concern over “bigness,” but the 
controversy rose to new heights of prominence during 
the depression. The promulgation of such regulatory 
legislation as the Securities and Exchange and Public 
Utility Holding Company acts was symptomatic of 


Table 1: Size of Average Manufacturing 
Establishment, 1850 to 1910 
Source: Lewis H. Haney, “Business Organization and Combination” 


Amount of Number of 
Capital Wage Earners Value of Product 


EB tcs eae os ¢<\s35.0 0 o's $ 8,200 
LG en ea 26,000 
ESM re fe¥siatlterasieys </=i8 ahs 54,900 
ery ache Sei0k & «oie 76,900 


1Figures include hand and neighborhood industries 


the reform spirit of the time. The renewed interest 
was highlighted by the TNEC investigations in 1938 
and 1939, which dealt almost exclusively with the 
“concentration of economic power.” While the TNEC 
reports “were by no means the first to raise questions 
concerning this area of business activity, they received 
wider public notice than had their predecessors.”* The 
“Final Report and Recommendations of the Tempo- 
rary National Economic Committee” was issued only 
a few months before Pearl Harbor. The reform move- 
ment of the depression era temporarily subsided in 
the face of the more pressing problem of conversion 
to a war economy. 

Although the activities of the House and Senate 
small business committees during the mobilization 
period and the war itself were widely publicized, they 
received relatively little practical attention. 

Today, the integration question is again of more 
critical importance, particularly in its political impli- 
cations, to American business than at any time since 


1David Lynch, “The Concentration of Economic Power,” New 
York, 1946, p. $73. 

*Charles Cortez Abbott, “Small Business: A Community Problem,” 
Harvard Business Review, Winter, 1946, p. 183. 


the conclusion of the TNEC hearings. Indeed, it may 
prove true that the current activities of the Antitrust 
Division and the FTC, as well as the Congressional 
committees, will eclipse the TNEC in their ultimate 
effect on the legal framework within which business 
operates. 


EARLY HISTORY 

The industrial requirements of the Civil War de- 
manded a tremendous increase in manufacturing 
capacity, which marked a new epoch in the nation’s 
economic life. By 1914, industrial expansion had 
transformed the United States into the leading indus- 
trial nation. This was accompanied by a marked 
growth in the size of manufacturing establishments. 
(See Table 1.) 

The number of industrial combinations also in- 
creased. From 1887 to 1889 there were twenty-three 
such combinations, involving total capitalization in 
stocks and bonds of about $392 million. This com- 
pares with 149 combinations with capitalization of 
about $3.8 billion for the three-year period 1898 to 
1900. During the fourteen years from 1887 to 1900 
there were 235 combinations, capitalized at approxi- 
mately $5.2 billion.t 

According to one report, “the stock market crash 
of 1903 and the business crisis of 1907 marked the 
temporary cessation of the combination movement, 
which was under attack by the Theodore Roosevelt 
administration.”? The dominance of the large cor- 
poration had already been established, however, and 
“the earliest available measure of the strength of 
large corporations relative to the whole economy” 
shows that “the 200 largest nonfinancial corporations 
in 1909 owned one third of the assets (exclusive of 
intercorporate securities) of all nonfinancial corpora- 
tions.” 

In common with ali major wars, that of 1914-1918 
made tremendous demands upon industry. Because 
of the increased mechanization of warfare, the impact 


1Eliot Jones,“The Trust Problem in the United States,” 1921, p. 39. 
Quoted from Luther Conant, ‘‘Publications of the American Statisti- 
cal Association, 7,” pp. 207-226 (March, 1901) The figures do not 
include combinations with a capitalization of less than $1,000,000. 


Economic Concentration and World War II. Report of the 
Smaller War Plants Corporation to the Special Committee to Study 
Problems of American Small Business, United States Senate.’’ 
United States Government Printing Office, 1946, p. 4. (Hereafter 
referred to as SWPC Report.) 

*Jhid., pp. 4-5, 
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of war production fell mainly upon the metal products 
industries: “In 1909, metal products establishments 
employing 1,000 and more wage earners accounted for 
41.9%, of all the wage earners and in 1919 their pro- 
portion had increased to WAG.” 


INTRAWAK PERIOD 


A wave of mergers and acquisitions extended 
through 1919, 1920, and the early part of 1921, When 
prosperous conditions returned, the absorption and 
purchase of other businesses was renewed in 1925 and 
reached all-time peaks in 1926 and 1929.7 Relatively 
few mergers occurred between 1929 and the onset of 
World War IL? 

In manufacturing, the intrawar merger movement 
was particularly marked in the iron and steel and 
machinery fields, During the early Twenties there 
were many mergers in the oil industry, but relatively 
few in the latter part of the decade, Mergers were 
also widespread in food production, the motion-pic- 
ture industry, retail stores, department stores, hotels, 
and public utilities,* 


TNEC 
The TNEC was set up in 1938 by Congress to 
ascertain the facts relating to economic concentration, 


and by implication to make recommendations for les- 
sening such concentration, 


In practice, the TNEC largely confined its atten- 
tion to activities it deemed illegitimate. In effect, the 
committee became a “monopoly investigation,”” A 
doctrinaire attitude developed, and the committee 
was inclined to delve opportunistically only into those 
matters which it believed were symptomatic of 
vaguely defined “economic concentration,”* This ten- 
dency led to the neglect of many basic issues and 
problems, The possible relationship between monop- 
oly and depression was not analyzed to any signifi- 
cant extent, The question of the inevitability of 
monopoly and the possible social desirability of such 
a tendency received scant attention.” Finally, the 
menace of war had already cast its shadow before 
the “Final Report and Recommendations” of the 
TNEC was published in March, 1941, The com- 
mittee, a product of the depression era, had been 
nurtured on the economic and political preconcep- 
tions of economists and politicians who had convinced 
themselves that conditions typical of a stabilized or 
declining economy had already been reached? The 
insatiable requirements of the defense program 
pointed up the errors of these false prophets. The 


*Ihid,, pp, 18-14, 
nch, op, cll, p, BOA, 
*Ihid,, pp, 66 and 876, 
hid, p, 866 ff, 
"See, for example, TNEC “Hearings,” part 9, p. $503, 


changed times were reflected in the “Final Report 
and Recommendations,” in which the TNEC rejected 
“as un-American and unrealistic the belief that the 
limits of economic achievement have been reached 
in the United States.”* 


The most significant recormmendation, in view of 
current developments, is one in regard to corporate 
mergers, which was approved without objection. This 
proposal urged the amendment of the Clayton Act to 
prohibit not only the acquisition of the stock, but 
also the assets of a competitor where the effect is to 
lessen competition. The committee further recom- 
mended “an outright prohibition on the acquisition 
of stock in, or holding company control of, competing 
companies with suitable exceptions for bona fide in- 
vestments and the control of true subsidiaries by 
parent corporations. . . . The TNEC members be- 
lieved that these amendments would outlaw both 
stock acquisition and the holding company as a 
means of monopoly control without impairing the 
more Jegitimate uses of the holding company.”” 


WARTIME TRENDS 


With the coming of war, the problem of adjusting 
the economy to the requirements of the war program 
took precedence over the former preoccupation with 
“economic concentration,” but the integration ques- 
tion nevertheless remained fairly active. 


During the war, the Smaller War Plants Corpora- 
tion endeavored to canalize a proportionate share of 
war contracts to small business. “The purpose . . . 
under which SWPC was created was that, in winning 
the war, the United States should not lose its small 
business economy . . small business was to be 
aggressively mobilized, and effectively utilized for 
both war and essential civilian purposes.”* Because of 
the aggressive efforts of SWPC, “it can be estimated 
that small companies (firms with less than 500 work- 
ers) accounted for some 30% of total war production 
consisting of (1) 22% of the prime contracts, (2) 7% 
of subcontracting at the first tier of subcontracts, and 
(3) 1% of subcontracting at lower levels.”* See 
Table 2 for comparison of position of small firms in 
peacetime and war. 


The accompanying table, taken from the SWPC 
report, “shows the extent of concentration by the 
100 top corporations in the value of prime contracts, 
materials, facilities, and scientific research. In the 
table, the 100 top corporations are ranked in accord- 
ance with each of the items involved. Thus, the 100 
top prime contractors are a somewhat different group 


"Lynch, op. cit., p. 848. 

*Thid., pp. 346-7. 

Smaller War Plants Corporation, “Twentieth Bimonthly Report,”’ 
August 1 through September 30, 1945, p. 7. 

‘SWPC Report, op. cit., pp. 32-33 
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The report concludes that “the relative importance 
of small business dropped sharply in all manufactur- 
ing and in the industries which expanded most dur- 
ing the war. In the nonwar industries, which made 
few gains during the war, small business, generally 
speaking, held its own. Taking manufacturing as a 
whole, the giants expanded greatly, while all other 
firms, especially small business, suffered a substantial 
decline.” 


CONGRESSIONAL ACTION 


During the war, two Congressional committees 
shared with SWPC the guardianship of small busi- 
ness, and kept alive the traditional dislike of “big- 
ness.” One of these two bodies, the Senate Smal] Bus- 
iness Committee,” fathered SWPC by introducing the 
bill creating this agency” 

The Senate committee is still quite active, and is 
expected to maintain close check upon policies of the 
War Assets Administration to assure that plant sales 
will not create new monopolies or extend existing 
ones. A study is being made of the concentration of 
industry and of monopolies that affect smal] business, 
and is expected to be released before Christmas. This 
phase is not being covered by the House committee, 
The committee is also said to be conducting studies 
on taxation, small business finance, veterans’ loans, 
and aluminum. 


The current activities of the Monopoly Subcom- 
mittee of the House Small Business Committee’ are 
of greater importance than those of the Senate Com- 


‘Thid., p. 25. 

*Created in late 1940. Its full title is: The Special Committee to 
Study Problems of American Small Business. Its chairman is Renetor 
James EV. Murray. 
ee ee ee eee 
‘atman. 

ete tamer ram) is chairman of the subcommittee, 
which was constituted in June, 1946. The Small Business Committee, 
which was established in the middle of 1941, is often known as the 
Patman Committee. The present title of the committee is Select 
Committee on Small Business of the House of Representatives of the 


mittee, The subcommittee’s chairman introduced a 
bill in the House of Representatives in February, 
1946, which would amend Section 7 of the Clayton 
Act in accordance with the recommendation of TNC 
on corporate mergers,’ 

The subcommittee laid ambitious and aggressive 
plans for 4 program of pressure on regulatory admin- 
istrative agencies and “public hearings on steps ‘to 
reverse the trend toward economic concentration 
(which) . . . threatens the continued existence of 
free and independent enterprise, the traditional Amer- 
ican way of doing business’”? Nothing was said re- 
garding objective consideration of the possible bene- 
fits of integration, Instead, it was believed that “the 
case against economic concentration . . . already had 
been made,” 


Table 2: Small Business in Manufacturing, 
1949-MA 


__ Bonen; BWPC Report 


wy yee 
InAuery Ver Com A Ver Cor A 
© we 
Wh | Wh | IW | 18h 
Vota) manufacturing... 2+ +++ 606 000% AT\WAA| Kd LA 
War industries: 
Tron and steel and their products, ..,. MA 4\UG\91.4\ G46 
Nonferrous metals and their products.) 41.4% ” 94,7 HA $ 
pe EE EO. FA et 
Machinery (except electrieal)......, WO\N.B) GA4A1 9711 
Tlesttiedd mackie idle ott BIN NNG4\ 96.4\ WO4 
Transportation equipment, ..,. 16.91 7.3) 96.9) W148 
Chemicals and allied products,...,,. H0)\H.0\ W444) 97,7 
PeAroleum and con) products,,....,.\ 0.8) 1) 954) #7 
Bubber products... cc. 02cc00rc0008 WO\164\| 0.41 4 
Nonwar industries: 
Tobacco mamilasAnres.. 00-0555 000% WAM\U.G\ QA GLG 
Printing and publishing..........- N4\18.9|9.6\W.6 
Leather and PPANMAB oo os BbL\ASL\ A497 
Sir pl» A pce pal MP OPTE e W.B\W9)G1.7) O65 
pohly gesesienaasegente* “65 4d ay 8.1 
Btone, clay, AB... YY WY q 
bare cad Saiceod Somber pood- 

ee Todraedapheddp sar ipse? W44\G.4\AA4\ P44 
Apperd and products from Nabbries, | 14.7 | 24.7 | 04 V0.4 
Lumber end tunber basic products, ..\ O1.4\ 74.4 \ 9.7 \ GG 
Paper and allied products, . 5. -.,. BE\AO\AO\ G4 
Miscellancous,....0..+>. oe. \ HT \ 4.7 


seersere 
ae 


1 


The subcommittee is believed to be interested in 
both horizontal and vertical integration, particularly 
in the food, rubber and textile industries, 

The subcommittee’s final report, expected to he 
submitted in mid-December, 19446, is said to recom 
mend that the House appoint a special committee to 

11, 1. 6086. The vill would sles amend Gection 11 A the € 
Act. 11 was introduce! in the House on ¥eyuary W, N96, and 
rderreA to the Committee on the Judicary, ; 
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The New V ork Times, topes Wi, 196, 
*[bid, 
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make a comprehensive study of the trend toward 
monopolies and it is understood that Chairman Pat- 
man made known his intention to introduce in the 
next Congress a resolution calling for such an investi- 
gation. Thus a new TNEC might be created. 


DEPARTMENT OF JUSTICE 


The Small Business and Complaints Unit of the 
Antitrust Division was established in August, 1941, 
“as advocate and counsellor for small business con- 
cerns who become entangled in the legal and admin- 
istrative complexities of a wartime economy.”? As a 
unit of the Antitrust Division, the unit was particu- 
larly concerned with enforcement of the antitrust 
laws.2, The unit functioned chiefly by investigating 
and adjusting complaints brought to its attention by 
small firms, the majority of which did not involve the 
necessity of antitrust litigation. However, some de- 
veloped the existence of antitrust violations which 
otherwise might not have come to the attention of 
the division. The antitrust aspects of such complaints 
are now being developed.’ 

Since the end of hostilities, the Department of Jus- 
tice apparently has conceived of its responsibilities 
as having a twofold purpose: the elimination or pre- 
vention of monopoly devised under the guise of war 
necessity and the long-range antitrust program, which 
was soft-pedaled during the war. The first activity 
is carried out under the authority of wartime legisla- 
tion and the second under the antitrust acts. 

The Antitrust Division is “charged with the re- 
sponsibility under Section 20 of the Surplus Property 
and Disposal Act of advising the Surplus Property 
Board concerning disposal of surplus property in ex- 
cess of one million dollars, which may create or 
strengthen the monopolistic position of any business 
concern.”* Letters of advice under this section “have 
been given in connection with the disposal of a num- 
ber of commodities, such as machine tools, electrical 
equipment, and airplane engines. In such letters, a 
policy has been followed of trying to make sure that 
if sales are made in large bulk enough is left to give 
a proper supply to smaller purchasers. . . . The De- 
partment does not feel warranted in taking the posi- 
tion that all sales of plants to dominant concerns in 
an industry would necessarily violate the antitrust 
laws. However, it does feel that regard should be 
given to dangers inherent in great concentration of 
power.” 

Since the end of hostilities, the department has 

1Office of War Information. Press Release 2484, September 13, 1943 
ig of Thurman Arnold to Hon. James E. Murray, August 7 


*Tom C. Clark, “Antitrust Division Fights for Small Business,” 
Domestic Commerce, February, 1946, p. 5. 


United States Government Manual,” Division of Public In- 
quiries, Government Information Service, Bureau of the Budget, 
p. 213. 


5Clark, op. cit., p. 44. 


been very active in prosecuting antitrust cases under 
the Sherman and Clayton acts. According to a maga- 
zine account: 

“A vigorous antitrust drive, started on V-J day, now 
is getting into full swing. With a backlog of more than one 
hundred pending cases, many of which were suspended 
during the war, the Justice Department has sprung close 
to a score of new cases since August, 1945, and has in- 
stituted more than one hundred investigations into situ- 
ations which have the color of law violations. . . .” 
During the reconversion period the attitude of the 

department would seem to be one of increased watch- 
fulness. According to a recent statement of the At- 
torney General, “the removal of price control places 
the free enterprise system on trial, and it is expected 
that business will not substitute private price control 
for government regulation.” 


FEDERAL TRADE COMMISSION 

The Federal Trade Commission has been very ac- 
tive since its reorganization in February, 1946, when 
it announced that it was redrafting its rules of prac- 
tice to conform to the “fair administrative procedure” 
provisions of the McCarran-Sumners bill.2 Three 
separate investigation divisions were consolidated into 
a single office so that whenever it is advisable 
simultaneous investigations can be instituted of all 
members of an industry engaged in similar illegal 
practices. The commission proposes to end jurisdic- 
tional conflict and duplication with the Food and 
Drug Administration by undertaking investigations 
in cooperation with it and the Public Health Service. 
It is also setting up machinery for handling volun- 
tary stipulations to abandon unfair trade practices, 
and will permit “a proposed respondent to present 
informally full facts and argument” to meet prelim- 
inary charges? 

The major activity of the streamlined commission 
is in the field of unfair trade practices. The new pol- 
icy endeavors to obtain uniform, industry-wide fair 
trade agreements, and to prosecute industry-wide 
actions against unfair trade practices. This is in con- 
trast with the discriminatory prewar procedure of 
operating against individual companies, although it 
intends to institute action in individual cases where 
warranted. 

It should not be supposed that because of its reor- 
ganization, FTC has ceased to attack “restraint of 
trade.” This activity still continues. An example may 
be found in its recent allegation against two groups 
of construction material manufacturers of unlawful 
combinations in restraint of trade. The commission 
is also continuing its drive against violators of the 
Robinson-Patman Act. 


1See Business Week, May 25, 1946, p.7. 

*The McCarran-Sumners bill GS. 7) “aims at streamlining the 
administrative functions of all government agencies and to require 
that their rules if scoripete oe conform more nearly to those * 
the courts.” Qil, Paint and Drug Reporter, February 25, 1946, p, 1. 

3Business Week, Feb. 23, 1946, p. 7. 
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The entire trend of legislative interest in concen- 
tration may shift radically in the next Congress. All 
existing special committees in Congress are wiped out 
by the recently enacted Congressional reorganization 
law, but the committees of the Senate, by special 
resolution, will continue to function for a month after 
the meeting of the new Congress. 

The FTC would be limited in certain of its activi- 
ties by the Reece bill (H.R. 2390) on which hearings 
were held during the 79th Congress. This bill “gives 
the courts the right of review of evidence adduced by 
the commission on its complaints, seeks to limit the 
penalties imposed on violations, and proposes to fur- 


Il. Integration 


T HAS been said that everyone knows what he 

means in speaking of small business, big business 
and integration without bothering to define these 
tricky terms precisely. Nevertheless the semantic 
problem remains, since working definitions must be 
established—a difficult matter, since the terms are 
given various meanings in the literature. 

The Bureau of the Census has adopted the follow- 
ing definition of small business: manufacturing plants 
with 100 employees, or less; wholesale establishments 
with less than $200,000 annual net sales volume; re- 


Table 3: Estimated Number of Operating Busi- 
ness Firms, Classified According to Number of 
Paid Employees, 1939 


Source: Department of Commerce 


All Industry 
Size of Class (Number of Employees) 

In Thousands 
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Rem PEIN DIOVEES SO Siiacs Aplials Gein iS oh ve oelee 4 165.7 
EEA CLODIGU EER ata « aude widchincmyt bcmasinart 69.6 
BEES ESONNO VCO oa aac a stare Sia ice ete es Faimiane viele 6. 25.5 
MUMISEMOCINIOVEEES fo cne terest be ceoeeserdes 15.7 
250-499 employees. ..........00eeccceeees Ry 6.3 
600 or more employees...............00eeeeeees 4.9 


tail stores, service establishments, hotels, places of 
amusements and construction establishments with 
annual net sales of less than $50,000. But there are 
qualifications and one writer cautions that the “defi- 
nition is purely a working concept. In some lines, 
such as the heavy metals, there are many plants, gen- 
erally regarded as small, which employ more than 
100 persons. By the same token, wholesalers doing 
in the neighborhood of $200,000 in certain drug, chem- 


ther define the jurisdiction of the commission over 
labeling of food, drugs and cosmetics.”? 

The FTC and the Antitrust Division appear to be 
pursuing conflicting policies. The commission is vig- 
orously pushing its policy of industry-wide trade prac- 
tices, which in general, can be said to be congenial to 
integration and industrial standardization. The Anti- 
trust Division, on the other hand, is pursuing its tra- 
ditional “antimonopoly” program with renewed 
energy. 

A consistent program to replace the present legisla- 
tive and administrative chaos has not yet appeared. 


10il, Paint and Drug Reporter, March 4, 1946, p. 1. 


and Bigness 


ical and paint specialty lines might. be considered 
large. Each individual situation, in fact, requires 
evaluation in terms of specific characteristics and 
data requirements.”? 

The major limitations of principal measures of size 
can be briefly summarized as follows: 


(a) Size measured by total assets: data avail- 
able in sufficient detail for corporations only; 

(b) Size measured by number of employees: this 
measure tends to overstate the size of enterprise 
progressively as size decreases; 

(c) Size measured by value of product: these 
data reflect changes in price as well as in the physi- 

Table 4: 


Manufacturing Establishments Classi- 
fied by Value of Product, 1939 


Source: Bureau of the Census 


Size of Class (Value of Product) Number of 

n Thousands Establishments 
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cal values of production, and they apply to manu- 
facturing enterprises only; 
(d) Size measured by sales: these data likewise 
reflect changes in price as well as output. 
Tables 3 and 4 are illustrative of available meth- 
ods of classification of firms by certain measures of 


1Quincy Adams, “Marketing Aspects of Postwar Small Business.” 
The Journal of Marketing, April, 1945, p. 350. 
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size. Table 3 is a distribution of operating business 
firms according to number of paid employees. Table 
4 arranges all business establishments in size classes 
according to value of product. 

According to one writer, the same definition cannot 
properly be used for heavy manufacturing and for the 
service trades. “Many of the recent discussions 
that have attempted to define ‘smallness’ have 
in fact, principally demonstrated that a workable defi- 
nition was most elusive.”! Since many small busi- 
nesses are also new, the problem is further compli- 
cated by the necessity of defining what is meant by 
new. For example, should a recently purchased 
wholly owned subsidiary of an old and established 
corporation be considered a “new” business?? 

Integration is commonly associated with bigness. 
A firm can be said to be integrated when its opera- 
tions cover the various stages of manufacture or dis- 
tribution of one product which is salable at one or 
more points before the final stage. What ordinarily 
goes by the name of horizontal integration is not true 
integration, but has to do more properly with the 
scale of operation. There is no necessary connection 
between integration and size of firm. An integrated 
firm may be small or big, according to any of the 
previously noted measures. 


INTEGRATION PROS AND CONS 


Integration tends toward a perfect synchronization 
of production. In cotton “the separate organization 
of spinners, weavers, converters, commission mer- 
chants, piece-goods buyers and garment manufac- 
turers has resulted in what is ‘tantamount to a series 
of speculative mechanisms’ each of which clouds the 
judgment and obstructs the activities of other divi- 
sions and stimulates interest in ‘profits from fortui- 
tous circumstances and shrewd forestalling.’ ”? Such 
integration may, however, diminish the responsive- 
ness of the firm to changes in knowledge of methods 
of production, since it assumes, within certain limits 
which vary from industry to industry, the use of cer- 
tain raw materials and methods of production. Thus 
it has vested interests in old methods and sources of 
supply when changes occur. For example, the integra- 
tion of cotton spinning with weaving may be preju- 
dicial to the substitution of rayon. 

On the favorable side, integration can assure a firm 
of a steady source of supply, especially in the case of 
minerals. The threat of integration is also likely to 
keep unduly high prices from being charged by sup- 
pliers. Integration of the sales force with manufac- 
turing operations can reduce unit sales cost. In the 
case of firms producing by-products, the sales force 
may be more efficiently used since it sells all the firm’s 
products. 

ie cit., p. 187. 


3A, R. Burns, “The Decline of Competition,” McGraw-Hill Book 
Company, Inc., New York, 1936, pp. 483-434. 


By providing for the pooling of profits from a 
series of operations, an integrated firm may permit 
the sale of a product at one stage of production at 
less than cost, and make up the loss on other products 
sold at prices much above cost. 

Integration tends to reduce the number of times 
a product passes through the market. Such a reduc- 
tion cuts down on the number of profit mark-ups, 
but it also eliminates the test of the market in de- 
termining efficiency of production and distribution. 
Thus unit costs may be blurred and production grow 
inefficient. 

Integration may reduce costs by eliminating comple- 
mentary buying and selling organizations. A non- 
integrated firm would have to have a selling force and 
perhaps an advertising force as well. The buying firm 
would need a purchasing department to do the pur- 
chasing and testing of materials. These departments 
are to a large extent eliminated by integration. 


PRODUCTION COSTS 


The FTC, in a monograph submitted to the 
TNEC,! summarized its “findings in 233 studies of 
average costs and rates of return on investment.” It 
found that “in only one case of fifty-nine did the 
largest or a large company have the lowest average 
costs and in only six cases out of fifty-three did the 
largest plant have the lowest average costs.”” 

These conclusions have been criticized on several 
grounds, According to one writer, “This mode of 
summary in terms of what size firm or plant has 
lowest costs or highest returns utilizes directly only 
one observation in each cost study. Such a summary 
is by no means uninformative, for if a small firm can 
have the lowest costs in an industry it suggests that 
economies of scale probably are not of great quantita- 
tive importance. But it is unsatisfactory to stop here, 
for there may still be large correlations between size 
and efficiency (as measured by average costs); the 
individual firm may be atypical. This is, in fact, the 
case in certain of the tests.”? This writer questions 
the data because they are based solely upon corporate 
accounts and expresses doubts whether the FTC ac- 
countants who made the study solved the difficult 
problem of reducing the data to comparability. He 
feels no assurance “that the data are trustworthy 
clues to the shape of long-run average cost curves.””* 
He also finds no distinction made between techno- 
logical economies which include the more efficient util- 
ization of materials and pecuniary ones secured by 
lowering money costs through stronger bargaining 
position. 

Relative Efficiency of Large, Medium-Sized and Small Business,” 


TNEC Monograph No. 18. 

*George J. Stigler, “The Extent and Bases of Monopoly,” American 
Economic Review Su g Papers, pene to the TNEC, Vol. 
XXXII, June, 1942, No. 2, Pt. 2, p. 9 

*Idem 

‘Tbid., p. 10. 
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Technological Improvement 


The question of comparative production costs is 
closely related to that of technological efficiency. 
Large firms, it is frequently said, are more prone 
than small firms to adopt the newest and most effi- 
cient equipment and to employ the most efficient 
manufacturing and distributive processes. The larger 
firms are able to do these things, it is said, chiefly be- 
cause of their superior managerial ability, financial 
resources, technological skill and the economies of 
large-scale production. These assertions are difficult 
to substantiate quantitatively. A TNEC study! of 
the economies of large-scale operation was based on 
the premise that the amount of electrical energy per 
man hour is a good index of the adoption of “more 
modern and efficient types of technological equip- 
ment.” In the twenty-one industries surveyed, the 
electrical energy per man hour increased with the 
size of plant. The relevancy of this premise is criti- 
cized on the ground that the labor used in larger 
plants is probably more efficient, and the products 
more heterogeneous. The same writer asserts that 
possible lower labor costs per unit of output does not 
“necessarily imply lower average costs for large 
plants.”? 

Since technological improvement is initiated in the 
laboratory, some attention must be given to the 
research function in modern industry. Small business 
was once considered the seedbed of invention—a 
statement probably more applicable to the nineteenth 
than to the twentieth century. Many of the basic dis- 
coveries and inventions have been made by lone scien- 
tists and inventors. Many of the later advances were 
made by giving practical application to these basic 
discoveries. These later processes depend in large part 
on cooperative activity “wherein many technicians 
work jointly on a common project.”? Large firms 
clearly have the advantage in this respect, since they 
can afford larger expenditures for experimentation. 
Thus they would seem to have the advantage in im- 
proving production techniques. There is little ques- 
tion that the large companies likewise at present pro- 
duce a larger output of basic research. 

Critics of big business maintain that the elaborate 
research organizations of large corporations “are all 
to the good, but they do very little to promote en- 
terprise,”* in the risk sense of that term. The large 
corporations, these critics claim, “do not take great 
chances in putting new or improved goods on the 
market,” but instead “tend to engross inventions, and 
to retard their appearance until it is all but certain 
that the new product can be successfully marketed 


Technology in Our Economy,” Monograph No. 22, especially 


p.¥203. 

Stigler, op. cit., p. 11. 

3Lynch, op. cit., p. 108. 

‘Statement by Frank P. Graham, quoted by Fritz Machlup, in 
“Capitalism and Its Future Appraised by Two Liberal Economists,” 
American Economic Review, June, 1943, p. 307. 


even under depressed general economic conditions.”? 
While examples of such inhibitory practices on the 
part of large corporations can readily be found, they 
appear to be exceptions to the typical performance. 


LABOR 


The available evidence would seem to point to the 
conclusion that large firms make more effective use 
of labor than do small organizations. Their labor is 
more specialized, with productivity per wage earner 
higher and unit labor cost lower. Too, the large firms 
are able to employ production control engineers, labor 
relations experts, and other specialists who all strive 
to improve the productive efficiency of labor. There 
is. some evidence, however, that specialization de- 
stroys labor skills.2, A monotonous and repetitive job 
may produce boredom and lower efficiency to the 
extent that some of the advantages of specialization 
are lost. 


Table 5: Value of Product per Wage Earner, by 
Size of Establishment in Selected Manufacturing 
Industries in 1929 


Source: Spurgeon Bell, American Economic Review Supplement 
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Note: Industries include steel works and rolling mills, tin cans (and other tin- 
ware not otherwise classified), cotton goods, tools and implements, leather (tanned. 
curried and finished), boots and shoes, soap, rubber tires and inner tubes. 

1Productivity per wage earner in largest establishment =100. 


Small firms may be at a disadvantage in bargain- 
ing with large unions and may not have the financial 
resources to weather a protracted strike. But labor 
stoppages may hit large as well as small companies, 
whether they are integrated or nonintegrated. The 
belief is fairly commonly held that the integrated firm 
is more likely to be vulnerable to strategic stoppages, 
since interruption at one stage might halt operations 
of the entire plant. While such a situation results in 
some instances, other departments than the one 
affected are frequently able to operate; and the large 
nonintegrated firm based on the mass production of a 
single product seems generally to be as vulnerable to 
strikes and stoppages as the large multiple-phased 
integrated firm. 

The prevailing tendency toward wage uniformity 
and job standardization fosters bigness. “Both logic 
and observation suggest that the strong position of 
organized labor is but one more influence tending to 
increase the size of the busness unit in those areas 
and trades successfully unionized,” declares Hefle- 
bower, who goes on to say that the effective dealing 

1Tdem 

*Lynch, op. cit., p. 89. 
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with organized labor requires time and skills not 
possessed by the manager of a small business.* 


MANAGERIAL ABILITY 


The effectiveness of management in large and small 
firms is a vital factor in considering the relative su- 
periority of each. Factual information on this sub- 
ject is scant. 

Integration widens the scope of the control of single 
management; it thereby induces a more rational plan- 
ning of industry and lowers the unit cost of manage- 
ment. But the managerial ability would seem to be 
less effectively employed in small companies, regard- 
less of integration. Concentration of managerial abil- 
ity in a few executives means that their time is lim- 
ited, “so that many special problems . . . receive 
disproportionate attention or go by default.”? This 
problem does not arise in a large firm which of 
necessity employs a specialized management. Prob- 
lems which arise in specialized and technical fields, 
such as advertising, law and accounting are merely 
referred to the appropriate experts. 

A large concern which is able to maintain advertis- 
ing, market and product research experts has an im- 
portant advantage over a smaller competitor which 
lacks them. In general, it is probably true that “the 
larger the concern the larger the organization, and the 
greater the possibility (though not the certainty) 
that each job will be assigned to a man qualified to 
do it well.’ 

It has been claimed, however, that the bureaucracy 
alleged to be inherent in the management of large- 
scale organizations severely limits the benefits ob- 
tained from specialized managements. These limita- 
tions can be listed as follows: 


. Separation of ownership and control; 

. Diffusion of authority; 

. Formalization of interpersonal relationships; 
. An aura of institutionalism; 


. Inadequate definition of scope of authority 
and responsibility among various departments and 
executives; 


6. Difficulties of communication and integration 
because of the number of hierarchical and inter- 
departmental divisions, and the separatism and 
insulation which exists among them; 

7. Ineffective leadership due to a dearth of first- 
class executives; 


8. Poor morale; 
9. Habit and inertia; 


1Richard B. Heflebower, “The Effects of the War on the Structure 
of Commodity and Labor Markets,” American Economic Review, 
May, 1946. No. 2, p. 62. 

*Abbott, op. cit., p. 185. 

*John Scoville and Noel Sargent, “Facts and Fancy in the TNEC 
Monographs,” 1942, New York, p. 196. 
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10. “Privitization” of functions; executives’ jeal- 
ousy and self-interest; 

11. Executives’ desire for power; 

12. Decline of the spur of competition. 


Against these limitations may be set certain non- 
financial incentives, among them “the urge for power, 
the desire for prestige and the related impulse of emu- 
lation, the creative urge, the propensity to identify 
oneself with a group and the related feeling of group 
loyalty, the desire for security, the urge for adventure 
and for ‘playing the game’ for its own sake, and the 
desire to serve others.”? 

The managerial question is directly related to that 
of organizational continuity. The large firm would 
seem to have the advantage here. The management 
of a large firm is in a sense self-perpetuating. The 
replacement of officers who resign, retire or die is a 
relatively simple matter. The prestige of large cor- 
porations and the remuneration they are able to offer 
are potent factors in attracting the most efficient 
manager specialists. Furthermore, the large corpora- 
tions are more likely to know where the superior tal- 
ent is to be found. 

In contradistinction, “the small concern,” says 
Beckman, “lacks the continuity and immortality of 
the large corporation. Its success and continued ex- 
istence is closely tied to the person of the owner man- 
ager. Prolonged illness of an individual proprietor or 
partner may very easily bring business failure; the 
same may be true of the small, close or private cor- 
poration.’ 


STRUCTURE, FUNCTION AND PRICES 


It would appear that small business is more seri- 
ously affected by depressions. During the depression 
of the early Thirties “small business was displaced 
from entire industries, and everywhere it experienced 
competitive deterioration.”* Firms with substantial 
amounts of capital survive the longest and have the 
smallest mortality rate. Moreover, such firms come 
out of a depression sooner. The Bureau of Internal 
Revenue estimates the percentage of deficit corpora- 
tions to total corporations as a little over sixty-four 
in 1931 for small and large corporations alike. For 
the large corporations, this ratio went up to 75.35 in 
1932 and then began to decline until it reached about 
34 in 1936 and 1937. For the small corporations, how- 
ever, the ratio went up in 1932 to 83.77 and then 

‘Marshall E. Dimock and Howard K. Hyde, TNEC Monograph 


No. 11, “Bureaucracy and teeship in Large Corporations,” 
pp. 36-48, 44-57. : A i 

*Robert Aaron Gordon, “Business Leadership in the Large Cor- 
pear The Brookings Institution, Washington, D. C., 1945, 
p. 805. 

*Theodore N. Beckman, “Large versus Small Business After the 
War,” American Economic Review, Vol. XXXIV, No. 1, Pt. 2 Supple- 
ment, March, 1944, p. 99. 

“Problems of Small Business” (TNEC Monograph No. 17, 1941), 
p. 241. Quoted by Beckman, op. cit., p. 99. 
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declined only slightly to 64.06 in 1936 and to 67.07 in 
1937.1 


PRICE FLEXIBILITY 


The size of a particular firm or industry appears to 
show no correlation with either price flexibility or 
inflexibility. As to integration, its effect upon prices 
varies. Prices may be reduced where integration 
enables producers to effect technical economies in 
production, or coordinate more effectively the various 
stages of production, or reduce selling costs. Prices 
may be higher where pressure to improve methods of 
production is diminished and where integration intro- 
duces obstruction to the adoption of such methods. 

Market imperfections may result from vertical in- 
tegration. The larger the chain of processes integrated 
the greater the probability that it will include ones 
which will induce large-scale organization of that 
process and therefore also in preceding and succeeding 
processes. In these other stages the number of firms 
may be reduced as a result and fall so low as to 
restrict competition. Integration may undermine at- 
tempts to secure monopoly prices. Cartels attempt- 
ing to control output and prices may encounter a 
tendency for firms whose expansion is thus hindered 
to integrate the performance of such functions. 

As to bigness, in the tire and tube industry there 
is “concentration of control in the hands of a very 
few companies, but there never has developed an 
effective system of price regulation.”! Output of the 
industry could not be reduced to a staple product, 
“but national advertising with changing styles and 
qualities of output along with the sale to a large 
body of consumers who can be committed to one or 
other of the products on a quality basis by advertis- 
ing campaigns has made it possible to operate with 
little or no effective price regulations. But even so, 
the approach to a staple product by the larger com- 
panies tends to lead to considerable price difficulty 
and a rather high degree of price flexibility.”? 


1Beckman, op. cit., pp. 99-100. 
*Bell, op. cit., p. 51. 


Studies have attempted to determine the causes 
of price inflexibility. The National Resources Com- 
mittee, which was active during the later depression 
years, made an exhaustive study of the depression 
sensitivity of a wide variety of commodities. “The 
main conclusion to be reached from this analysis is 
that, while many factors influence price insensitivity, 
the dominant factor in making for depression insen- 
sitivity is the administrative control over prices 
which results from the relatively small number of 
concerns dominating particular markets.” 


Size Not Significant 


This conclusion seems warranted, although it is 
stated in a somewhat confusing fashion. Size itself 
is not a significant determinant of price structure. It 
has already been pointed out that the highly concen- 
trated rubber industry is characterized by fluid prices. 
Administrative determination of prices, which is fre- 
quently but not invariably coterminous with large- 
scale organization, is the important factor 

An administered price is set by the seller. A com- 
petitive price, on the other hand, is established solely 
by the equilibrium of supply and demand. It should 
not be inferred that administered prices are necessar- 
ily monopoly prices, or that they are set without ref- 
erence to conditions external to the plant or to the 
industry. 

Such prices are not unalterable, and “when experi- 
ence shows that the named prices lead to rejection by 
customers, they must be re-analyzed. They are set 
in the first place with a definite quantity of sales in 
mind; if this does not materialize, then the situation 
must be corrected.”? Changes in administered prices, 
however, are held to a minimum. Minor changes in 
costs and demand are not reflected in price move- 
ments. 


1National Resources Committee, “Structure of the American 
Economy,” Washington, D. C., 1939, p. 143. 


2Tbid., pp. 566-67. 


Ill. War and Postwar Developments 


IRMS with fewer than 100 workers accounted 

for 98% of the total number of employing organi- 
zations in 1943,1 but they engaged less than a third 
of all workers and paid only one quarter of total tax- 
able wages. This segment of business represented a 
similarly large proportion of all firms in 1939 but they 
then employed more than 40% of the labor force and 
paid 38% of all wages. In contrast, large concerns 

1Excluding firms with no employees 


employing 1,000 or more showed very small relative 
gains in number over the period, but employed 45% 
of the workers and paid 52% of taxable wages in 
1943 as compared with 30% and 36%, respectively, 
in 1939. 

The increased importance of larger business units 
was the result of two factors. One is that the number 
of business firms declined, reflecting the withdrawal 
of small concerns from the business population. The 
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Table 6: Number and Cost of Federally Financed 
New Manufacturing Plants, July, 1940—May, 1944, 
by Size of Authorization 
Source: Civilian Production Administration 


Per Cent of Total 


Size of Authorization 
(Thousands of Dollars) 


second factor is that emphasis shifted to the manufac- 
ture of war items which demanded a type of product 
and magnitude of production which could best be car- 
ried out by large organizations. 


THE BUSINESS POPULATION 


The number of enterprises producing the goods and 
services needed to meet military and civilian require- 
ments was reduced by more than half a million during 
the first two war years. Just prior to Pearl Harbor, 
the number of firms operating in the United States 
was at an all-time high of about 3.4 million. By the 
end of 1943, the number had dropped to 2.8 million 
firms, the various sectors of industry faring differently. 

The large decrease in the number of small firms 
resulted from a sharp increase in discontinuances and 
a drop in the number of new enterprises. In 1942, 
604,000 organizations, virtually all employing fewer 
than fifty workers, closed their doors. Some of these 
employers were drafted by the Armed Forces and a 
temporary transfer of the business, even where pos- 
sible, was discouraged by the difficulties of operation 
in wartime. Others were attracted to high-paying 
jobs, and other owners quit because of materials and 
labor shortages. The number of new businesses started 
in 1942 numbered only 335,000, leaving a net reduc- 
tion of 270,000 in small firms. In 1943, fewer business 
deaths occurred but births also declined, so that for 
the second year there was a sizable decrease in the 
small business population (see Table 7). 

The withdrawal of small firms was reflected in 
heavy declines in the number of retail trade, contract 
construction and service enterprises. Since the rela- 
tive importance of small firms is great in these indus- 
tries, it is not surprising that they were severely 
affected. In contrast, small concerns in manufacturing 
and mining, where they are least prevalent, show 
some gain (see Table 8). 

War demand changed the structure of production 
and gave more prominence to manufacturing and to 
the industries in which large firms employing mass 


Table 7: Number of New and Discontinued 
Businesses, by Size of Firm, 1940-1945 
Source: Department of Commerce 
In Thousands 

Number of Employees 
Year 


Total None 1-3 47 8-19 20-49 |50ormore 


NEW BUSINESSES 


1940....| 357.3 | 1389.0 | 179.7 | 24.3 8.6 4.3 1.4 
1941....| 447.6 | 210.8 | 190.7] 27.8] 10.3 5.8 2.2 
1942....| 334.7 | 221.6 | 89.0] 14.1 6.0 2.7 1.3 
1943....| 143.4} 32.1] 91.3] 12.2 4.9 2.0 9 
1944....| 272.8 | 146.9| 95.8] 18.7 7.6 2.8 1.0 
1945p. .| 421.7 | 223.6 | 145.8 | 34.4] 12.4 4.1 1.3 
DISCONTINUED BUSINESSES 
1940....| 360.5 | 214.9 | 131.9 6.8 4.7 1.4 adi 
1941....| 410.8 | 235.8 | 159.0 7.4 5.3 2.5 8 
1942....] 604.4 | 344.5 | 238.1 | 12.1 6.6 1.8 1.2 
1943....} 379.1 | 221.8 | 129.7 | 14.4 8.7 2.7 1.9 
1944....) 148.5 | 62.6] 57.8] 12.4 7.0 2.5 1.2 
1945p. .| 151.7 | 65.7 | 60.4] 138.4 8.0 3.0 1.2 
NET CHANGE IN NUMBER OF FIRMS 

1940....] -3.2 | -75.9| 47.8 | 17.5 3.9 2.9 adi 
1941....] 36.8 | -25.0| 381.7 | 20.4 5.0 3.3 1.4 
1942... .|-269.7 |-122.9 |-149.1 2.0 —0 -9 l 
1943....|-235.7 |-189.7 | -38.4 | -2.2| -3.8 =.7 orl0 
1944....] 129.3 | 84.3] 38.0 6.3 6 3 —.2 

1.0 4.4 nud Bi 


1945p...| 270.0 | 157.9 85.4 a1. 
pPreliminary 


production methods were most common. As the De- 
partment of Commerce has pointed out: 


“The great expansion in output of aircraft, ships, guns, 
tanks, trucks and other war materials, and the develop- 
ment of auxiliary industries have inevitably tended to 
increase the relative proportion of output produced by 
large firms. This is in itself sufficient to explain much 
of the relative gain in the output of larger firms during 
the war period.” 


Many medium-sized businesses became large with 
the help of government, which depended on the know- 
how of large concerns to achieve unprecedented 
production. Existing facilities of these companies 
were expanded and federally financed new plants were 
turned over to them for wartime operation. 

Integration arising from government controls was 
another contributing factor in the expansion of large 
organizations. As material and labor costs rose, fixed 
OPA price ceilings allowed low profit margins. To 
improve the margin-to-sales ratio, companies ex- 
tended their operations beyond the existing phase of 
manufacture and were thus able to add the markup 
from the other stages to their own low margins. In 
the cotton industry, for example, mills extended their 
operations from spinning and weaving to finishing 
and fabricating the final product. As late as August, 
1946, rayon manufacturers declared that they too 


‘Howard R. Bowen, “Trends in Business Population,” Survey 
Current Business, March, 1944, p. 18. ¢ 
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Table 8: Business Population by Industry, 1941, 1943 and 1945 


Department of Commerce 


Source: 


Actual Figures inThousands 


Number of Firms 
: me (End of Year) 

Classification 
1941 


3,341 


1943 | 
2,836 


PHMANCSCrics tee, ee me FT | 


1945 
3,235 


Contract construction.............2..00.-5- 241 147 189 
Welmlesaleitrade tic: dn timeen uns. beh oon. 144 114 142 
BperaMtranes. Wiki e Gee 0) A” ee eth 1,591 | 1,318 | 1,504 
RPP ECICOVMIGUSLIIES! <2) tidee ore ict ss is he ois wale De 631 547 620 
Transportation, communication, public utilities 205 188 205 
Finance, insurance, real estate.............. 280 268 286 
LEVEY EEGs T1g1 Ch ae en 225 228 262 
Minmg and quarrying, (0%... 0. eee ss 24 26 26 


aPercentages are based on unrounded figures 


Table 9: Sales and Leases of Surplus Industrial Plant, as of June 30, 1946, 


by Size 


Source: 


Dollar Figures in Millions 


War Assets Administration 


To the 250 Largest 


While the structure of 
business was altered by 
the war, there is evidence 
that small and indepen- 
dent firms are reentering 
the picture. The Depart- 
ment of Commerce has 
commented that “it seems 
probable that the number 
of firms may exceed the 
prewar high by as many as 
from 300,000 to 500,000 
concerns.” 

Small businesses may 
grow in industries which 
lend themselves to small- 
scale operations. In that 
way, they may reestablish 
a firm foothold in the 
economy: 


Change from 
1943 to 1945 


Change from 
1941 to 1943 


<5 weeenibist easy Gtokcon- 
clude that the opportunities 


To Smaller Companies 


Corporations 
for small business are nar- 
Number | Sales Price | Number | Sales Price | Number | Sales Price rowin: g from the observation 
or di me e100,000.. 85 2|/¢ 1 3 | 3.6 that production is becoming 
CURES OOOO sss rpaies ana viele msie’s © 3 ; says 
$100,000 to $500,000................ 11 3.1 132 33.0 more concentrated within 
$500,000 to $1,000,000............... 12 8.0 42 29.1 the larger firms of one or 
$1,000,000 to $5,000,000 biecobets tn: 0: deta Rieye 36 69.6 40 "3.7 more particular industries. 
$5,000,000 and over.................] 13 184.9 5 35.0 geist a ara uton aay be 
1 ERS Se ag 74 | 265.6 302 | 174.5 ; ae 
unwarranted if other indus- 
ey : ae tries technically suited to 
ported cost per plant: . . 
Under $1,000,000..............ee00. 5 | 2.5 35 | $14.3 small business are emerging 
$1,000,000 to $5,000,000............. 13 39.1 a7 53.6 to provide new outlets for 
$5,000,000 and over................-. 19 396.4 9 193.6 small-scale enterprise. 
MICGEHIS yk A Ge Sects hens Sebi 108a 699.7 37 437.9 uf 961.1 


1Dollar figures are the reported cost of plants leased iy 
aExcludes data for three leases for which complete data were not available 


would resort to integration if they did not receive a 
rise in price ceilings.* 


POSTWAR PROSPECT 


There were indications as early as 1944 that the 
“Tittle fellow” was again becoming interested in own- 
ing a business. Over 270,000 new businesses were 
opened in that year, and in the next year as many as 
420,000. Discontinuances dropped to about 150,000 
in both 1944 and 1945 as factors leading to heavy 
closings in war time were reversed. The increase in 
the number of firms occurred in the same industries 
which showed the severest wartime loss, namely re- 
tail trade, service and contract construction (see 
Table 8). By the end of 1945, three quarters of the 
wartime decline in the total number of firms had been 
recovered. 

Integration in the cotton industry is discussed in “The Market 


for Cotton Textiles,” The Conference Board Industry Record, August 
14, 1946, pp. 9-10. 


“In fact, it would be log- 
ically possible for increasing 
concentrations to be occur- 
ring in every single industry taken separately without dis- 
turbing the relative position of small and large business in 
the economy as a whole. For this to happen it is only nec- 
essary that sufficient expansion occur in industries suited 
to small-scale enterprise. Therefore, a recognition of the 
rapidity with which the industrial composition of the 
business population changes is most important.” 


The future of small business has been viewed opti- 
mistically by the Commerce Department. In early 
1944, this official agency concluded: 


“|. . it may reasonably be doubted that the wartime 
dislocations will drastically affect the future size struc- 
ture of American business. It seems probable that, given 
a continuation of prewar conditions, old relationships will 
tend to be reestablished. 

“The war may have speeded up trends favoring larger 
firms in certain industries, but, on the other hand, the 
war has probably also been accompanied by the develop- 


1Bowen, “Trends in Business Population,” op. cit., p. 12 
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ment of new opportunities for small business. In the past, 
small business has held its position, not by maintaining 
its status within each kind of business but rather by 
ceaselessly developing opportunities in new fields. There 
seems to be no valid reason for assuming that this process 
has been brought to an end by the present war.” 


In April, 1945, the Department reaffirmed its ear- 
lier opinion by stating that: 


“The war has likewise introduced changes in manufac- 
turing which may be significant for small business. Plas- 
tics and light metals, for example, have numerous pos- 
sibilities for plants of moderate size. Moreover, many 
relatively small concerns now have the knowledge and 
experience which will enable them to compete success- 
fully in these new industries after the war. 

“There are other factors which appear favorable to the 
growth of small business. Many workers released from 
war plants will naturally gravitate toward their former 
occupations in small enterprises. Moreover, the wartime 
accumulation of savings means that more prospective 
entrepreneurs than usual will be financially able to under- 
take new enterprises... .”” 


DISPOSAL OF PLANT AND SURPLUSES 


A study made by the War Assets Administration 
through June 30, 1946, states that “although the 
large corporations have acquired the great bulk of 
the big and costly plants, the preponderant share of 
other plants has gone to smaller companies.”® 

More than $25 billion was spent during the war on 
plant expansion. About $9 billion was financed by 
private enterprise. The remaining $16 billion spent 
from June, 1940, through June, 1945, came from pub- 
lic funds. Privately financed facilities were chiefly in 
the form of equipment rather than new plant. The 
individual companies which made the outlay will 
probably utilize most of the remaining usable facili- 
ties. Additions to prewar capacity stemming from 
private investment will be reflected in gains to large- 
sized corporations primarily since they were finan- 
cially able to invest larger sums than were small con- 
cerns. 


As government steps out of the role of manufac- 
turer, surplus property is open to competitive bid- 
ding between big and small concerns.* An official 
government source estimates that by mid-1947, over 
$8 billion of real industrial property (land and build- 
ings)® plus billions of dollars of equipment will be 


'bid., p. 13. 

"Donald W. Paden, “Industrial Concentration of Employment,” 
Survey of Current Business, April, 1945, pp. 13-14. 

*Relations Between Plant Disposal and Industrial Concentra- 
tion,” preliminary report as of June 30, 1946. 

‘Limited by & the option wartime operators have for first choice 
in g the plant and (b) the selling price compared 
with the cone mst of small concerns big corporations. 

‘Valued at original cost. This valuation of plant overstates the 
actual cost of building the 


in peacetime. Any com 
with the value of prewar plant must be modified accord ae 


offered for sale or lease to private industry. In 1939, 
the total value of private industrial plant was esti- 
mated at about $40 billion. 


Nature of the Facilities 


A study of the size of the war-created industrial 
facilities indicates that a large part of federal funds 
was spent for tremendously big plant. Table 6 
shows that only 15% of new plants authorized from 
July, 1940, to May, 1944, cost under $100,000 each. 
One third were in the $100,000 to $1,000,000 size class 
and over a quarter were very large, costing at least 
$5 million each. Expenditures for small plant (those 
with an original cost under $1 million) accounted 
for only 2% of the aggregate outlay for new plant. 
The amount spent for large plants ($5 million or 
more) represented 90% of all appropriations. 

The relationship of big and small plants shown in 
Table 6 probably overemphasizes the role of larger 
plants in the surplus disposal picture. Plants to be 
scrapped or held by the government for future mili- 
tary needs will be the largest ones. Most of the plants 
in the industries manufacturing explosives and am- 
munition loading, explosives and guns and aircraft 
during the war are irreclaimable because of the ina- 
bility to convert their technical facilities to the pro- 
duction of peacetime items.’ Plants that used to make 
these items were primarily very large. In the explo- 
sive and aircraft industries, for example, 90% and 
60% of the expenditures were for plants costing over 
$25 million. The elimination of a few of these high- 
cost plants from public auction will grossly affect the 
proportion of large plants to enter the peacetime 
economy when measured in terms of original cost. 
The high sums paid for each large plant heavily 
weights the cost total. 

In addition, not every large plant will necessarily 
be sold or leased as one unit. Multiple occupancy by 
several small organizations or groups has already 
occurred. The War Assets Administration pointed 
out the following interesting development: 


“The sale of segments of the great Consolidated Vultee 
airplane plant at San Diego, California, to four different 
purchasers, including a motorcar company, San Diego 
County, the San Diego Baseball Club and a service com- 
pany. Other segments are under negotiations. . . . 

“The lease of the Illinois Ordnance Plant was made 
under an arrangement whereby segments of the plant are 
leased to small industrial enterprises.” 


Government Aid to Small Business 


The government has organized a large-scale pro- 
gram to assist small business in buying surplus war 

1Civilian Production Administration, ‘““War-Created Manufactur- 
ing Plant, Federally Financed, 1940-1944," November 15, 1945. 

*WAA, “The Acceleration of Surplus Disposal,” Second Quarterly 
Report to Congress, July, 1946, p. 36. 
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property. Small manufacturers are offered preferen- 
tial treatment through a priority system, technical 
advice and financial help. The agencies currently 
charged with giving the major portion of such aid 
are the Reconstruction Finance Corporation and De- 
partment of Commerce.! 


The Reconstruction Finance Corporation assists 
small business (1) in acquiring, converting or operat- 
ing surplus property; (2) in solving management and 
technical problems; and (3) in securing loans. “The 
Corporation, in effect, acts as the buying agent for 
the small business enterprise interested in acquiring 
certain types of surplus property needed for business 
purposes.”* Surplus property, including industrial 
plant, is offered by the War Assets Administration 
to the RFC for purchase on behalf of small business. 
The RFC in this capacity has third priority—pre- 
ceded only by government and veterans—to purchase 
industrial plant. From January 28 through Septem- 
ber 30, 1946, assistance was given 11,711 veterans and 
small organizations in securing surplus property in- 
volving more than $37 million.’ 

Advisory services to small firms by the RFC in- 
cludes engineering assistance and management and 
eredit advice. The loan and credit activities of the 
corporation are empowered under Section 18 (f) of 
the “Surplus Property Act of 1944" (Public Law 
457, 78th Congress) which authorized the SWPC “to 
make or guarantee loans to small business enterprises 
in connection with the acquisition, conversion and 
operation of plants and facilities which have been 
determined to be surplus property, and, in coopera- 
tion with the disposal agencies, to arrange for sales 
of surplus property to small business concerns on 
credit or time basis.” 

The Office of Small Business of the Department of 
Commerce also aids in this program, particularly in 
promoting multiple use of large war plant by small 
firms. Advisory aid on business operation and on se- 
lecting types of loans suited best to the needs are 
offered. 

Disposals 

Approximately 500 plants with an original cost of 
$1.7 billion were sold or leased to private industry 
up to mid-1946.* Large corporations acquired most of 
the big plant, but “in the area where smaller con- 
cerns could reasonably be expected to be active bid- 

1The responsibility of assisting small firms in acquiring and financing 
surplus property was transferred from the Scnalfer War Plants Cor- 


poration to the RFC and the Department of Commerce on January 
28, 1946, by Executive Order 9665. 

*RFC “Small Business Activities for February and March, 1946,” 
May, 1946. 

*The $87 million represents expenditures for all types of surplus 
property. This is in addition to the aid given by the SWPC before 
its activities were transferred. 

‘The actual number of plants or parts of plants disposed of was 
496, but the inclusion of more than one in some leases brings the 
number of transactions down to 487. 


ders, they, and not the giant corporations, have ac- 
quired the great bulk of the plants, whether measured 
by number, reported cost, or sales price.” 


Sales 


Seventy-four of the 876 plants sold through June 
30, 1946, were purchased by companies on the list 
of the 250 largest corporations.? These seventy-four 
plants represented 20% of the total number sold and 
60% of the sales return. Table 4 analyzes sales and 
leases by size of plant and purchaser group. Thirteen 
of the eighteen large plants selling for $5 million or 
more were bought by the largest corporations. 

In contrast, 257 of the 282 plants with a selling 
price under $1 million were bought by smaller com- 
panies. Only thirty-nine of the companies on the list 
of the 250 largest corporations purchased any of the 
surplus plants. 


Leases 


The pattern for leases was similar to that for sales. 
One third of the plants leased went to twenty-three 
very large companies. These thirty-seven leases rep- 
resented 62% of the recorded cost of all property 
leased. 

The Kaiser interests and the Reynolds Metals Co., 
alone, leased plants built at a cost of $291 million or 
two thirds of all leases to the largest corporations. 
The leases, together with plant sales of $24.9 million, 
made to these two companies are particularly signifi- 
cant as indicating that sales to large corporations do 
not always add to industrial concentration. The bulk 
of the properties they acquired were operated by the 
Aluminum Company of America during the war. 

Half of the property leased to the very big firms 
was built at a reported cost of $5 million or more. 
An additional third cost from $1 million to $5 million. 
The preponderant share of plants costing less than $5 
million was leased to smaller corporations (see 
Table 9). 


Concentration of Disposals 


The disposal record to date indicates that both 
sales and leases were in a 60-40 ratio between the 
largest firms and smaller-sized companies.$ 

Although it is too early to assume that this rela- 
tionship will typify the share of the two sectors when 
all disposals are completed, thus far the larger com- 
panies have not been favored to the extent predicted 
in some quarters. The War Assets Administration 
has made the following pertinent comment on dis- 
posals and concentration: 

IWAA, “Relations Between Plant Disposal and Industrial Con- 
centration,” op. cit, p. 6. 


*The list used by the WAA was that published on page 347 of 
SWPC report,“Economic Concentration and World War II,” op. cit. 
except that all Kaiser interests were treated as one. 


‘Based on selling or reported cost. 
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“The fact that 62% of disposals (as measured by re- 
ported cost) were made to companies included in the 
250 largest manufacturing corporations and that even 
within this top layer there has been considerable concen- 
tration of disposals is not surprising . . . . these 250 cor- 
porations owned, in 1939, 65% of the nation’s production 
facilities (as measured by gross capital assets) , operated 
during the war 79% of all new privately operated plant 
facilities built with government funds, and held, in Sep- 
tember, 1944, 78% of the active prime war supply con- 
tracts. 


“The picture of disposals to large corporations thus 
runs to a substantially lower degree of concentration than 
that shown by their participation in wartime production. 
This is made even smaller, from the point of view of 
concentration, when it is considered that disposals to 
Kaiser and Reynolds represent new competition in the 
aluminum and automobile fields. If one bars these two 
and the special case of United States Steel, disposal to 
the other 247 companies represents only 23.4% of the 
recorded cost of all disposals.’* 


1WAA, ibid., p. 4. 


IV. Taxes and Concentration 


| ba eee the federal tax system place a heavier bur- 
den upon small and medium enterprises? Avail- 
able evidence shows that taxation has an adverse 
effect upon small business to a greater extent than 
upon large companies. The earnings of small enter- 
prises fluctuate more widely from year to year. The 
operations of small businesses are not so diversified 
as found in larger, integrated enterprises; hence, losses 
cannot so readily be offset against other income. The 
expansion of the small concern is dependent mainly 
upon retained earnings, for access to the capital mar- 
ket is limited. Taxation, which limits retained earn- 
ings, also limits expansion. In addition, the costs of 
compliance are high, since small business does not 
have the staff or advice needed to analyze the tax 
situation adequately.t 

Persons who organize new enterprises usually give 
little consideration at the outset to taxation. But 
management’s incentive to expand is crippled by high 
corporate taxes which affect the amount of retained 
earnings available for expansion, and increase the 
difficulties of procuring outside capital.” 

A small company undertaking expansion runs a 
much greater risk than a large company which has 
other sources of income against which any losses 
incurred can be charged. In other words, the small 
company would have to bear the entire loss by itself, 
while the large firm shares the loss with the govern- 
ment. This is borne out by actual case studies under- 
taken by J. Keith Butters and John Lintner. Their 
study includes the determination of the profit of 
intended investments undertaken by hypothetical 
small and large companies, first with no corporate 
tax, and then with a 40% corporate tax. A 40% tax 
reduces the profit expectancy of the small hypotheti- 


See “Taxation,” Economic Report, Smaller War Plants Corpora- 
tion, September, 1945, pages 3-8. 

*See J. Keith Butters and John Lintner, “Effect of Federal Taxes 
on Growing Enterprises,” Graduate School of Business Administra- 
tion, Harvard University, 1945, Chapter ITI. 


cal company from 30% to 2%. For a large company, 
the profit expectancy would be reduced from 30% 
to 18%, for the government will always bear 40% of 
the loss in the form of reduced tax receipts (see 
Tables 10, 11 and 12). 

The profit expectancy of the large company is re- 
duced in proportion to the increase in the tax rate, 
while for the small firm the reduction is much more. 
Butters and Lintner further point out that a small 
firm risks its entire capital, but a large company, 
because of the tax reduction in case of loss, would 
risk only part of its investment.! 

In reaching their conclusion regarding the effect on 
industrial concentration, the authors state that a 
high corporate tax strikes a small firm with special 
force both through its greater leverage on the profit 
expectancy of an investment project and by increas- 
ing the proportion of capital at risk.? 

Retained earnings have been the major source of 
expansion in the past for small companies in this 
country. Perhaps the prime example is the growth of 
the Ford Motor Company. Small concerns have lim- 
ited access to the capital market; the cost of any 
credit that is available on the outside is high. Many 
enterprises do not seek outside help in order to retain 
control. Thus, retained earnings remain as the major 
source of financing. In the days of low corporate 
taxes, these earnings were not adversely affected. The 
tax system today acts as a brake to internal financing. 
As W. I. King points out: 


“Tn the past, despite lack of aid from either investment 
bankers or government, numerous small business enter- 


Ubid., p. 47. 

*Tbid., p. 48. “The limitations on available capital resources result- 
ing from a tax will be more burdensome on a small firm than one 
on a large company. High taxes bite deeply into the capital pee of 
small firms. Since one of the major elements of risk for a small firm 
is the danger of being caught short of capital and thus of having to 
abandon a project on the verge of success, high taxes drastically re- 
duce the prospect of success to a small firm. the other hand, the 
large company has greater leeway for experimentation and mistakes.” 
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prises have started, flourished, grown, competed success- 
fully with large enterprises, and occasionally have become 
giant undertakings. Recently, there is complaint that 
this broad process of evolution has bogged down. Is this 
because outside props have been removed? Not at all. 
The trouble is that the Federal Government, in exercis- 
ing its taxing power, has placed major obstacles in the 
path of progress.” 


The effect on retained earnings of an aircraft com- 
pany and an automobile company if a 40% income 
tax had been in effect during their periods of growth 
is shown in tables 13 and 14. 

The high personal income-tax rates strike at the 
expansion potential of noncorporate enterprise, the 
partnership and the individual proprietor, as well as 
limiting the amount of investment and risk taking. 
High personal taxes have dried up one of the impor- 
tant sources of funds for small business.” 


A Less Pessimistic View 

Roy A. Foulke, Vice President of Dun and Brad- 
street, takes a less pessimistic viewpoint of the effect 
of taxes upon retained earnings. 


“A corollary to the depression theory that business 
enterprises would never again grow appreciably from re- 
invested earnings then developed to the effect that 
medium and small business was more effected by com- 
petition, by federal income and excess-profits taxes, than 
the larger corporation. This corollary has persisted up to 
the very present... . 


“There is no doubt that business enterprises, large, 
medium, and small, cannot grow as rapidly out of retained 
earnings under the federal tax load of today and tomorrow 
as they would if no tax load existed, or if the tax load 
were no greater than in 1932, or even 1937. Such an 
obvious assertion, however, does not mean that plenty of 
commercial and industrial business enterprises have not 
earned substantial net profits, after all charges including 
federal income taxes during the depression years, that 
they have not continued to earn even greater net profits 


1Willford I. King, ‘Relation of Federal Taxation to the Financing of 
Small Business,” Law and Contemporary Problems, Summer-Autumn, 
1945, p. 374. 

One of the principal sources of capital for the small enterprise has 
traditionally been some wealthy individual, often a retired business- 
man or professional man, who, because of close contact with the 
situation and with the promoter, is in a position to make a thorough 
analysis of the profit possibilities of the enterprise. He invests as 
much on the basis of the known character and capacity of the enter- 
priser as on the basis of the amount of the assets and the earnings 
record, He recognizes what he is doing as a speculation but is willing 
to take the risk in return for the possibility of large profits. It is gen- 
erally agreed that the earlier activities of local wealthy individuals in 
supplying capital to local enterprisers have continued but at a greatly 

iminished rate. 

“One of the most effective deterrents to the investment of venture 
capital, to the investment of funds in anything having an appreciable 
degree of risk, is the personal income tax situation. It is wealthy local 
individuals who have the knowledge of local enterprises and it is they 
who have sufficient wealth so that they can afford to take the risks 
involved in the contributions of venture capital. With the present 
high tax rates in the upper brackets there is no inducement to invest 
ss the risk of loss is great.” —Marshall D. Ketchum, “The Finan- 
cial Problems of Small Business,” Journal of Business, April, 1944, 
p. 90. 


Table 10: Profit Expectation of Hypothetical 


Investment Proposition with No Income Tax 
Source: “Effect of Federal Taxes on Growing Enterprises” 


Chance That Weighted 
Expected Rate of Profits This Rate Will Profit 
Be Earned! Expectations 
Ae See ee, Sa ee 1/10 20% 
TO Sct: a A a 5/10 50% 
LOO Oe Ae o, ctieutotn Achy. Sica aebese Bean Seite 4/10 40% 
Average Profit Expectancy............ cae 30% 


_ 1Estimated profit and loss potentialities: a 10% chance of a 200% profit on this 
investment; a 50% chance of a 100% profit; a 40% chance that the investment will 
be a complete failure and a 100% capital loss will result. 


Table 11: Profit Expectation of Hypothetical 
Investment Proposition for Small Firm with 
40% Income Tax! 


‘Source: “Effect of Federal Taxes on Growing Enterprises” 


Reduction 


in Ex- | Expected |_Ch 
Lips Rate of | That This | Weighted 


Expected Rate of Profit with te o! : Profit 
o Tax Profit Re- Siete woe Bila Becca 

sulting Tax Earned? tion 

from 

40% Tax 

WEN oe ae et oe Cee 80% 120% 1/10 12% 
PUQU parcttctieice-« tases ecouccs 40% 60% 5/10 30% 
SOOM Breeton eee ess -100% 4/10 40% 
Average Profit Expectancy..| .... oe oh 2% 


1Appiies to small firm undertaking a major development with no taxable income 
available against which losses may 2 offset. 
2See footnote one, Table 10. 
Table 12: Profit Expectation of Hypothetical 
Investment for Large Firm with 40% Income Tax! 
Source: “Effect of Federal Taxes on Growing Enterprises” 


Reduction | Expected | Chance | Weighted 
Expected = of Profit with in Rate | Rate of | That This Profit 
° 


f Profit Profit Rat 
sae or with with | Will Be | =™pect™ 
40% Tax | 40% Tax | Realized? 
BOOLL eee, See aR AT | fe Ih 80% | 120%] 1/10 | 12% 
LOGS, Seyret HM ioceer ith: 40% 60% | 5/10 | 30% 
BS (/ Ae ee ee -40% | -60% | 4/10 | -24% 
Average Profit Expectancy..| .... ic 18% 


1A large established firm is defined as a firm which has reasonable assurance of an 
annual net income in excess of the maximum loss on the new investment that may 
be incurred in any one year. 
2See footnote one, Table 10, 
after all charges including the materially higher federal 
income and excess-profits taxes, during the war years, and 
that after dividends, considerable sums have not been 
transferred to surplus.” 


WARTIME CHANGES 


Smaller enterprises which remained in business dur- 
ing the war were strengthened financially to a greater 
extent than the larger concerns.? A study of 1,785 
medium and smaller manufacturers with net worth 
under one million dollars was undertaken by Dun and 
Bradstreet to determine how they fared during the 
war. The aggregate tangible net worth increased 
37.6% between 1940 and 1944; the aggregate net work- 
ing capital increased 59.5%. These figures were then 


1Roy A. Foulke, “Expansion from Retained Earnings, 1940-1944,” 
Dun and Bradstreet, 1946, pp. 9, 19. 

%See F. C. Dirks, “Wartime Earnings of Small Business,” Federal 
Reserve Bulletin, January, 1945, and Foulke, op. cit. 
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compared with those of the larger corporations used 
in a study of the Securities and Exchange Commis- 
sion. The comparison showed that the smaller enter- 
prises had greater percentage increases in net worth 
and net working capital (see Tables 15-17). 

Regarding the somewhat surprising results of the 
survey, Foulke states: 


“It should not be inferred from the results of this 
study that the upward trend of the past five years will 
continue at the same rate in the immediate future. Net 
profits of manufacturers, before and after federal income 
taxes, might well decrease slowly or rapidly in different 
divisions of industry in the immediate postwar years. it is 
evident from these figures however, that retained profits 
have been materially greater than the opinion which has 
been held so widely and so generally. This fact does not im- 
ply or indicate that the increase was or will be as large as 
many managements would wish. Desires of management 
present a problem for research of an entirely different 
color and character; are managements generally entitled 
to the amount of additional funds for expansion they 
would like to have?” 


TAX PROPOSALS 


What is most important for smaller enterprises is 
a well-balanced, productive economy. As pointed out, 
small business suffers the most during depression pe- 
riods. According to one writer: 


“The gain to be realized by small business from a tax 
system which promotes high level production far sur- 
passes any advantage to be derived from special tax ad- 
justments designed specifically in the interests of small 
business.” 


The repeal of the excess-profits tax, the declared 
value excess-profits tax, and the capital stock tax 
by the Revenue Act of 1945 is of particular help to 
smaller businesses. The important tax proposals de- 
signed to help small enterprises are those aimed at 
increasing retained earnings as a source of expansion; 
namely, exemption for a percentage of retained earn- 
ings, exemption for a number of years for new enter- 
prises, and increased graduation of the corporate in- 
come tax with the elimination of the “notch” provi- 
sion. Other suggestions include more flexible depre- 
ciation charge-offs, option of being taxed as partner- 
ships, and a lengthened carry-forward of business 
losses, usually six to eight years.* 

1Foulke, op. cit, p. 22. 

2H. R. Bowen, “Taxation of Small Business,” Commercial and 
Financial Chronicle, July 18, 1946. 

’Professor Harold M. Groves, in a CED study points out that 
“many of the improvements in the tax system recommended pri- 
marily for other reasons may also be supported as aids to small 
business. A more generous carry-over of losses would help both small 
and new business because such enterprises frequently operate with 
deficits. Simplification of the tax system would help small companies, 
since often they are unable to minimize their taxes to the same extent 
as large concerns having specialized tax personnel. The declared-value 
capital-stock excess-profits-tax combination has been especially 
inimical to small nh, ween that have neither the time nor the person- 
nel to play the puzzle game involved in its application. Adequate 


Table 13: Data Illustrating Cumulative Effect of a 
40% Income Tax on Growth of Douglas 
Aircraft Company 
Source: “Effect of Federal Taxes on Growing Enterprises” 


Dollar Figures in Thousands 


Item 1923 1924 1927 1928 


(1) Actual net worth} $147) $155} $203} $579] $895] $1,310 
(2) Estimated net worth 


with 40% tax...... $120| $125) $152] $346] $476) $626 
(8) Ratio of (2) to (1) in 

percentages........ 81.7%|80.6%|74.9%|59.8%|53.2%) 47.8% 
(4) Difference between 

(2) and "(1) sens. $27 $30 $51) $233) $419) $684 


(5) Cumulated tax at 


40% rates whe ca een $39} $41) $59) $188] $285) $385 


Note: The conditions which provide the basis for columns 2 and 5 are shown on 
p. 79 of “Effect of Federal Taxes on Growing Enterprises.” 


Table 14: Data Illustrating Cumulative Effect of a 
40% Income Tax on Growth of Hudson Motor 
Car Company 
Source: “Effect of Federal Taxes on Growing Enterprises” 
Dollar Figures in Thousands 


Item 1910 1911 1912 1913 1914 1915 


(1) Actual net worth} $663] $1,090] $1,690] $2,247] $3,193) $4,086 


(2) Estimated net worth 
with 40% tax...... 
(3) Ratio of (2) to (1) in 


$452) $614) $808] $923) $955) $1,101 


percentages........ 68.2%|56.3%]47.8%|41.1%|29.9%|27.8% 
(4) Difference between 
(2) andi) $211) $476] $882) $1,324) $2,238) $2,935 


(5) Cumulated tax at 


40% rate ......... $237] $362) $549) $711] $920) $1,093 


Note: The conditions which provide the basis for columns 2 and 5 are shown on 
p. 79 of “Effect of Federal Taxes on Growing Enterprises,” 


Table 15: Percentage Increase in Aggregate 
Tangible Net Worth to 1940 Base for Large and 
Small Manufacturers 
Source: “Expansion from Retained Earnings, 1940-1944” 


Large 1,785 Identical, 
Manufacturers | Medium and 


Increase Through (SEC Study) Smaller 
Manufacturers 
1941 to. 1940) base. 2.)c.. .ceb basen ae 5.1% 12.8% 
1942 to. 1940, bases’, «4a \vix<ey ateinytomnaane 11.0 21.5 
1943. to 1940 base... can entan a cnase = 15.3 29.5 


The Small Business Advisory Committee in its re- 
port to the Secretary of Commerce (May, 1945) pre- 
sented the following objectives for the tax system: 


1. It should provide adequate revenue to protect the 
credit of the United States and safeguard the monetary 
system. 


and well-timed allowances for depreciation and obsolescence are 
especially inperiant to companies contending with frequent losses 
and the inability to insure one risky venture with another. It seems 
highly probable that a sensible and well-balanced tax system is the 
best promotion government can give to business, both big and small.” 
The CED study recommends that some concession be given to rein- 
vested earnings of new small companies, for new businesses are 

ticularly handicapped due to their size. This conceSsion shot ba 
limited to a certain number of years. Harold M. Groves, “Postwar 
Taxation and Economic Progress,” McGraw-Hill, 1946, pp. 101-102. 
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Table 16: Aggregate Net Working Capital, 1940-1944, 1,785 Identical 
Smaller Manufacturers by Net Worth Groups 


“Expansion from Retained Earnings, 1940-1944” 


Source: 
Dollar Figures in Thousands 


Per Cent 


Tangible Net Worth Group eameted of} 1940 1941 1942 
/oncerns 

$1,000,000 to $500,000....... 417 | $157,539 | $183,793 | $202,307 
499,999 to 300,000....... 297 44,010 51,672 57,432 
299,999 to 200,000....... 261 24,244 29,181 33,467 
199,999 to 125,000....... 308 18,682 22,416 26,439 
124,999 to 75,000....... 228 8,834 10,830 12,331 
74,999 to 50,000....... 136 8,454 4,009 4,582 
Below 49,999....... 138 1,837 2,288 2,616 
SER Aas ee 1,785 | 258,600 | 304,189 | 339,174 


Table 17: Dollar and Per Cent Increases from 
Year to Year in Aggregate Tangible Net Worth, 
1,785 Identical Medium and Smaller Manufac- 
turers 
Source: “Expansion from Retained Earnings, 1940-1944” 


Year Dollars Per Cent 
1941 increase to 1940 base............ $60,420,000 12.3 
1942 increase to 1941 base............ 45,041,000 8.2 
1948 increase to 1942 base............ 39,382,000 6.6 
1944 increase to 1943 base............ 40,395,000 6.3 


2. It should not impose burdens on business which re- 
strict expansion of production and employment, discour- 
age the opening and development of new and small busi- 
ness, affect adversely the competitive position of small 
as compared to large business, or influence business deci- 
sions unduly. 

3. It should distribute the tax burden equitably among 
all income levels in so far as that is consistent with ob- 
jective No. 2. For example, the tax burden must not fall 
so heavily on any group as substantially to affect incen- 
tives to produce or invest or to restrict unduly the de- 
mand for consumer goods. 


The committee was of the opinion that “the present 
tax structure violates particularly the objectives as 
set forth in No. 2 above. Unless modified it will impose 
serious burdens on all business. On the surface, these 
burdens seem to apply equally to all sizes of business, 
but in effect they rest much more heavily on the 
smaller firms in the business community. Specifically, 
the present tax structure renders difficult the success- 
ful and quick conversion of small business to peace- 
time production and the launching of new firms, and 
tends to inhibit the growth of established small busi- 
ness.” 

The following recommendations were included in 
the committee’s report relating to questions in need 
of further analysis: 

1. Effect of various types of corporate, business and 
personal taxes on production and employment. Particu- 
lar attention should be given to the effect of all types of 
taxes on the birth, growth, and independence of unin- 
corporated businesses. 

a. Need for greater flexibility in treatment of depre- 
ciation charges and for accelerated depreciation charges; 


b. Need for provision 
permitting the carry-for- 
ward of losses for unin- 
corporated business for a 
period of six years; 

c. Consideration of cap- 


SS ee ee ee 


1943 1944 Increase ; , 
1940-1944 ital gains tax. 
$224,804 $246,185 55.6 2, Methods of eliminat- 
nto ee 57.9 ing double taxation result- 
20-706 | $3088 | 77:0 ang rom, takes On. Per porate 
13,881 | 15,280 72.2 earnings and on dividends 
5,241 5,770 67.1 received by stockhold 
2,920 8,257 72 a Through as elk of 
375,404 | 412,864 59.5 . . 


taxing undistributed earn- 
ings only; 

b. Through a corporate tax considered only as a with- 
holding levy; 


c. Through extending to corporations the privilege 
of being taxed as partnerships. 


THE SECURITY MARKET 


Access to capital markets is extremely limited for 
small corporations. Few investment bankers would 
attempt to underwrite an issue of less than $100,000. 
Varied explanations are offered for the impracticabil- 
ity of underwriting small issues: 


1. Investment bankers must consider the ready mar- 
ketability of each issue. Underwriters as such are not 
investors, but are merchants of securities. Small issues of 
little-known business concerns are exceedingly difficult to 
sell. They involve considerable difficulty and risk on the 
part of the underwriter, both in the initial sale to the 
public and in maintaining satisfactory markets afterward. 

2. In offering securities to the public an underwriter 
accepts a responsibility for the soundness of the issue for 
as long as it remains outstanding. A few issues which 
turn sour will seriously damage the business of an invest- 
ment banker. Investment bankers are generally of the 
opinion that the risk factor in securities tends roughly 
to vary inversely with the size of the issue and the size 
of the business of the issuer. 

8. The cost to an underwriter of preparing and han- 
dling a new issue is about the same, regardless of the size 
of the issue. As a percentage of the total amount of an 
issue, the cost becomes, therefore, many times greater 
for a $50,000 issue than for a $5,000,000 issue.2 


The small, well-established corporation that is able 
to enter the security market usually finds that the 
costs of flotation are extremely high. A study by the 
Securities and Exchange Commission of the costs of 
flotation of equity securities by small companies con- 
cludes that small companies are faced with paying 
out a substantial portion of the proceeds in the costs 
of flotation, with compensation for the services of in- 
vestment banks by far the largest item. The study 
was based on statements filed with the commission 


“Capital for Small Business,” Investment Bankers Association of 
cee ig quoted in Smaller War Plants Economic Report “Taxation,” 
p. 59. 
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between January 1, 1938, and June 30, 1944, by com- 
panies reporting less than five million dollars of 
assets. The costs of flotation for companies with less 
than one million dollars of assets averaged 21.6% of 
expected gross proceeds. The costs of flotation for 
companies with assets between $1 million-$5 million 
were slightly lower owing to the lower compensation 
going to investment bankers. Previous studies of all 
issues registered for sale have shown the percentage 
cost of flotation for the large issues to be much 
smaller. In addition, only a small amount can usually 
be sold, as illustrated by the sales record of unsea- 
soned registered securities of “new and unseasoned” 
enterprises. A Securities and Exchange Commission 
study has shown that less than one quarter, 23.9% 
to be exact, of the amount registered was sold. 
Out of the 849 issues, only 138 reported complete 
sales; 497 of the companies were new concerns, and 
they sold only 15.2% of the amount registered, as 
compared with the 39.9% sold by the going concerns. 
Common stock had the lowest percentage of sales. 
The unseasoned registered issues covered in the study 
were sold mainly through agents or directly by the 
issuer, and the proceeds were intended particularly 
for new money purposes. In general, the sales volume 
of unseasoned securities tended to reflect activity in 
the new issue market. In periods of low general capi- 
tal market activity, the registration of unseasoned 
issues with very uncertain sales prospects falls off 
with particular sharpness.” 


NEED FOR CREDIT 


Traditionally, the commercial banking system has 
been the main source of credit for smaller businesses. 
However, loans by banks to small enterprises have 
generally been short term. Long-term loans for work- 
ing capital needs and replenishment of equipment 
have usually been unattainable. The Federal Reserve 
Board reported in a survey made in 1942 that prac- 
tically all long-term loans made by member banks 
went to large firms. The small firms that did secure 
long-term loans had a very high credit rating. Fur- 
thermore, small firms paid interest rates much higher 
than the large firms; those with assets over $5 million 
paid average interest rates which were one third of 
those paid by borrowers having assets of $50,000 or 
less.* 

Other available information points to the difficulty 
small business meets in securing outside credit. A 
survey conducted by Tue Conrerence Boarp in 
1938 of the availability of bank credit showed that 

1Securities and Exchange Commission, “Cost of Flotation of 


Equity Securities by Small Companies,” Statistical Series Release, 
No. 744, October 22, 1944. 

*Securities and Exchange Commission, “Sales Record of Un- 
seasoned Registered Securities, 1933-1939,” June, 1941. 

®Federal Reserve “Survey of Commercial Loans at Member 
Banks,” Federal Reserve Bulletin, August, September, November, 
1942. 


the small and very small concerns together accounted 
for 81.2% of all credit refusals or restrictions but for 
only 51.9% of the number of concerns reporting.! 
Regarding this situation, the following conclusion has 
been reached by one writer: 


“Both small and large businesses still rely heavily on 
the commercial banks for funds. Yet the range of bank 
loans available to small concerns is much more limited 
than those available to their competitors. Banks provide 
large business with intermediate credit through term 
loans, including extended equipment loans, and, in effect 
through “continuous” lines of credit. Small firms, on the 
other hand, are in general confined to short-term loans 
which, even where renewable, are recognized as an un- 
satisfactory and expensive source of intermediate credit. 

“On short-term loans the rates to small borrowers are 
almost invariably higher—frequently three times or more 
higher—than the rates to large borrowers; and small bor- 
rowers, unlike large ones, are generally required to fur- 
nish collateral. Rate differentials are further increased by 
virtue of the fact that small borrowers must often resort 
to short-term loans for long-term purposes. Moreover, the 
practice of deducting interest in advance and the common 
requirement of a minimum balance tends to weigh more 
heavily on small borrowers than on large? 


The inability of small companies to secure bank 
credit has led to the growth of intermediate credit 
agencies, particularly industrial banking companies, 
small-loan companies, credit unions, and factors. The 
use of trade credit has grown steadily. Small com- 
panies have become increasingly dependent upon 
these sources of credit, which places them at a dis~ 
advantage, for the cost of this credit is usually much 
higher than for commercial bank loans. 

Regarding the entire problem of financing small 
business, Wilhelm points out: 


“Small business is at a marked competitive disadvan- 
tage when it seeks to meet its credit and capital needs. 
Small concerns generally obtain short-term bank loans 
only on terms considerably more onerous and expensive 
than large concerns can secure the same type of funds 
from banks or in the commercial money market. From 
no source can small concerns obtain short-term credit as 
inexpensively as large business can obtain similar funds 
from sources at its command, the nearest exceptions usu- 
ally being the factors, the Smaller War Plants Corpora- 
tion and RFC. Small concerns commonly have difficulty 
in obtaining intermediate or long-term credit from private 
sources, and where they are able to do so, it is only at 
substantially greater sacrifice than large firms can obtain 
the same type of money. In general, the nearest excep- 
tions to this statement are term loans offered in some 


1Lewis H. Kimmel, “The Availability of Bank Credit, 1983-1938,” 
National Industrial Conference Board, 1939. 

Other surveys have reached similar conclusions. See, particularly, 
Charles O. Hardy and Jacob Viner, “Report on the Availability of 
Hark Credit in the Seventh Federal Reserve District,” Washington, 

5. 

"Donald Wilhelm, Jr., “How Small Business Competes for Funds,” 

Law and Contemporary Problems, Summer-Autumn, 1945, pp. 225-6. 
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cases by local or state development groups and by two 
public agencies (SWPC and RFC); but even these funds 
are not on a basis to equalize the differential. Small busi- 
ness is not in general able to obtain equity funds on any 
reasonable basis from the organized capital markets; and 
even in the use of its relatively sparser profits for plough- 
back purposes small business is at a competitive disad- 
vantage. It is a reasonable deduction that the competi- 
tive handicap faced by small concerns in meeting their 
credit and capital needs is one important cause of the 


general competitive disadvantage in which they often. 


find themselves. 


A growing and important source of funds for small 
and medium-sized businesses is industrial develop- 
ment groups, such as the Louisville Industrial Foun- 
dation and the New England Industrial Development 
Corporation. These groups have undertaken to help 
the smaller companies in their localities and have met 
with a good deal of success. 


GOVERNMENT LENDING AGENCIES 


Federal Reserve Banks Section 13-b of the Fed- 
eral Reserve Act (enacted in 1934) —authorizes direct 
loans for working capital purposes to any established 
business enterprise which is unable to obtain needed 
funds. These loans are limited to a five-year dura- 
tion. In addition, a Federal Reserve Bank may enter 
into commitments with other banks for loan purposes. 
Owing to the limitations prescribed, Federal Reserve 
loans have been of decreasing importance.” (See Table 
18.) 


Reconstruction Finance Corporation 


The RFC is authorized by Congress “to purchase 
the securities and obligations of, and to make loans 
to any business enterprise when capital or credit, at 
prevailing rates for the character of loan applied for, 
is not otherwise available.” Such loans or purchased 
securities must be “of such sound value, or so secured, 
as reasonably to assume retirement or repayment.” 
The interest rate on all loans made or guaranteed by 
the RFC is now 4%, although banks are permitted 
to charge 6% on the portion of a loan not guaranteed 
by the RFC. By far, the larger number of the loans 
made by the corporation in the past have been to 
large enterprises.* 

Through September 30, 1946, the RFC had author- 
ized 33,664 loans to business enterprises, exclusive of 

1Wilhelm, ibid., pp. 245-6. 

“The bulk of the funds lent or committed under Section 13-b has 
(judging by the size of loan as the only available basis) gone to large 
rather than small business. Although the data on this point are 
meager, interest rates and collateral requirements—whether of the 
Federal Reserve Banks making direct loans or of the banks making 
loans’on the basis of Federal Reserve participation or commitments— 
have apparently been more liberal for the larger loans. Large corpor- 
ations have been able to get working capital either from the Federal 
Reserve Banks themselves or from other sources at less cost than 
small companies have been able to get it under Section 13-b.”— 
Wilhelm, ibid., p. 239. ; 

*Department of Commerce, “Credit Sources for Small Business, 
1945.” 


Table 18: Industrial Loans by Federal Reserve 
Banks 


Source: Federal Reserve 


Year (last Wednesday or Last Loans Commitments | Participations 
Day of Period) Outstanding! Outstanding Outstanding 
UGSAG Hor Salone Matick 13,589 8,225 1,296 
LOSD Reece dee sere rok 32,493 27,649 8,778 
TOSG reeset oes wees 25,526 20,959 7,208 
TOSTA OO wee eel 20,216 12,780 7,238 
POSSE... Haeisues «ce hialiatens cee 17,345 14,161 12,722 
NOS Orisa s sui scies co 13,683 9,220 10,981 
NOSQ SE. sive totes seek 9,152 5,226 6,386 
Oa eee eiveghsaiesun wien: 10,337 14,597 19,600 
OAS oe ielenisistareivcsecine.s 14,126 10,661 17,305 
DOES. & critlenten altos oe tes 10,532 9,270 17,930 
OSG ee Palle taaele phe bs 3,894 4,165 2,706 
AE ees lee OS i, Ace 1,995 1,644 1,086 
1946 (August $lst)...... 1,158 5,981 1,427 


_ MUncludes industrial loans past due $ months or more, which are not included in 
posal loans outstanding in weekly statement of condition of Federal Reserve 
anks, 


Table 19: Size of Loans Authorized to Business 
Enterprises by RFC in February and March, 1946 


Source: Reconstruction Finance Corporation 


Size of Loan Number % of Total 
Se 5000-and tinder... caseqceamisbins-s¢ 521 31.5 
SOLO Mae LOO ne nce aeetme es 245 14.8 
10,001 to QE OOOM Seite. 362 21.9 
25,001 to GOMQOO N vetremrenat erases sh 232 14.0 
BOOOL Om TOOO00 recreates: arene x 164 9.9 
LOGO0T to:* F200 000s sea. nts © 76 4.6 
200001 tos: 6500 0005425 Baste. coer ss 46 2.7 
500,001 to 1,000,000................ 3 0.2 
Over 000 000e eee cht ec. 6 0.4 


banks, railroads, insurance companies and self-liqui- 
dating loans, totaling $2,991 million. In addition, par- 
ticipating banks’ share in loans authorized amounted 
to $291 million. 

In March, 1945, the RFC’s blanket participation 
program was put into operation. Through this pro- 
gram, the RFC will guarantee up to 75% of bank 
loans of $350,000 or less made to private enterprises.” 
Loans with maturities of up to ten years are per- 
mitted, which is of particular advantage to smaller 
enterprises (see Table 19). 

The loan facilities of the Smaller War Plants Cor- 
poration were transferred to the RFC in January, 
1946. The SWPC, which was created in 1942, was 
primarily a lending agency for small business. The 
SWPC approved 4,882 loans totaling $481,579,962 and 
926 leases totaling $22,799,679.8 


ABA PROGRAM 


The Postwar Small Business Credit Commission of 
the American Bankers Association was created in 
April, 1944. The committee formulated a five-point 
program designed to aid small business with their 
credit needs: 


1Letter from D. C. Elliott, Chief, Statistical and Economie Divi- 
sion, RFC, October 24, 1946. 


?Reconstruction Finance Corporation, First Bimonthly Report 
May, 1946, p. 6. 


3D. C. Elliott, letter, op. cit. 
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(1) A comprehensive program of education and infor- 
mation for bankers and the public; 

(2) Applying the term-loan principle to the needs of 
small business; 

(3) Establishment of small business loan facilities in 
banks having a volume sufficiently large to justify such 
segregation; 

(4) Expansion of existing correspondent relationships 
facilitating the extension of credit by smaller banks with 
assistance from their correspondents; 


(5) Formation of voluntary bank credit groups when: 
and where local banks feel the need of implementing and 
augmenting existing sources of credit. 


Available data show that forty-eight bank credit 
groups have been formed thus far with total commit- 
ments of $67,827,675.? 

1James E. Drew, “The Role of the Commercial Bank” in Law and 
Contemporary Problems, Summer-Autumn, 1945, pp. 388-389. 


2Accent on Competence,” release of American Bankers Asso- 
ciation. 


V. Case Study: Integration in Retail Food Distribution 


HAIN-STORE food distribution became marked 

in the Twenties. As measured by the proportion 
of food sales made by the five leading corporate 
chains,” their share of the business rose from 7.1% in 
1922 to 24.5% by 1929. Estimates available from 
1929 on, which give sales of all chains as a percentage 
of the total,? show that the amount has varied be- 
tween 32% and 38% from that year to date. 

This growth of large-scale enterprise in a field tra- 
ditionally considered as a small-business preserve has 
inevitably led to public concern over the monopoly 
aspect of the trend. Legal and political action has 
followed. Chains have been prosecuted under the 
provisions of the Sherman Act, specially taxed per 
unit by various state legislatures, tried under the 
Robinson-Patman Act for discriminatory purchasing 
procedures, and, to a less extent, committed to price 
maintenance by the Miller-Tydings Amendment. 

The concentration controversy as it applies to the 
retail food trade falls under the following principal 
heads: 


1. The moot question of the inherent social desirability 
of small as opposed to big business; 


2. The decline in the proportion of business done by 
the independent food dealer since the advent of the 
chain; 


8. The alleged discriminatory buying and low-priced 
selling policies of chains; 


4. The effects of the foregoing on value received by 
consumers. 


1Because of the nature of available data and space limitations, this 
article treats only grocery stores, grocery stores with meat (com- 
bination stores) and related types. Specialty stores (meat, sea food, 
bakery, etc.) which do about 20% of the retail food business are 
omitted. Little violence to the main facts is done thereby. See foot- 
notes to tables for details. 

*The Great Atlantic & Pacific Tea Company of America; Safeway 
Stores, Inc.; The Kroger Company; American Stores Company; 
First National Stores, Inc. 

*These totals are composed of a wider variety of sales than for 
those previously cited. See footnote to Table 1. 


Chain-store operation differs from independent op- 
eration in several respects. Some of these operations 
are “natural” to large-scale enterprises: better ac- 
counting control, highly planned merchandising, 
accurate market information, availability of capital, 
etc. The chief characteristic peculiar to chains as 
against independents is their rationalized buying pro- 
cedure. Products which pass through many unorgan- 
ized hands, each of which adds a markup, end their 
travels at higher prices. Reduced handling costs 
added to quantity discounts, as well as to integrated 
manufacturing and processing, enable chains to move 
goods to consumers at lower cost. 


GROWTH OF CHAINS 


In order to effectuate these advantages, chains have 
opened up thousands of retail outlets and purchased 
others, organized their own buying setups, bought 
warehouses, gone into baking, canning, coffee roast- 
ing; some even do their own printing, and at least 
one has an insurance subsidiary. In recent years, with 
less than a tenth of the nation’s stores, the chains 
have done about one third of the retail food business. 

Expansion in the number of chain outlets reached 
its peak in the early Thirties. It appears that at this 
point the chains were beginning to coast and were 
relaxing competition based on lowered costs and price 
appeal.! Up to this time, their major effects seem to 
have been (a) to awaken the independent retailers 
from the lethargy induced by assured markets; (b) 
to lower prices to consumers; (c) to prepare the 
ground for the antichain legislation of that period by 
their mere existence, if not their practices. Whatever 
the plans of the chains were, they were rudely jolted 
out of them by the development of the supermarket— 
a retailing scheme pioneered by independents unload- 
ing large quantities of goods at low prices during the 
depression years. 


1A. C. Hoffman, “Large-scale Organization in the Food Industries,” 
TNEC Monograph No. 35, pp. 102-108. 
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Supermarkets may be roughly described as large 
volume stores (yearly gross sales of at least $250,000 
or more) which typically retails groceries, meats, pro- 
duce and dairy products under one roof.1 They are 
largely departmentalized, emphasize self-service sell- 
ing, and have, until lately, relied to a large extent on 
mass purchasing by automobile-using shoppers, for 
whom they provide parking space. Subsequently, 
they have developed in the midst of populous districts 
where pedestrian shopping is more feasible. Credit 
and delivery service are by and large barred. Super~ 
markets are based on the reduction of retailing costs 
by the transaction of a large volume of business with 
a minimum of service to consumers. 

As supermarketing began to take root, the chains 
took up the novel retailing method in order to meet 
the new source of competition and to reduce state 
taxes levied on the number of stores operated. The 
trend may be indicated by operating data available 
for the Kroger Company. In 1929, it operated 5,575 
outlets with an average sale per store of $51,410 re- 
sulting in operating income per store of $1,352.2 In 
1945, the same chain had 2,730 stores with an average 
sale per store of $167,521 and an operating income of 
$6,274? per store. Total sales rose from $287 million 
to $457 million over the period. 

Together with self-service retailing in smaller out- 
lets not handling so diversified a line of product as the 
supermarket, the chains have modernized their mer- 
chandising to correspond with the innovations in 
purchasing and wholesale distribution they sponsored 
in the Twenties. 


CHANGES IN INDEPENDENTS 


By 1938, by which time the chains had already 
picked up the new technique, there were a minimum 
of 2,000 to 2,500 independent and chain supermarkets 
in operation, some of them owned by wholesalers. At 
present, they are estimated to number 10,100 and to 
perhaps do 30% or more of the nation’s retail food 
business and are reported to have more than half the 
nation’s families as their customers. About 6,500 are 
independents (with local chains included in this 
classification) of which a large number are members 
of voluntary groups, and about 3,600 are corporate 
chain establishments. 

The supermarket was not the only answer of the 
independents to the competition of the chain store. 
Some of the advantages of chain integration and 
mass-buying policies were utilized by independents 
through the development of voluntary and coopera- 
tive chains. Voluntary chains are wholesaler-spon- 
sored organizations involving contractual or informal 
agreements whereby a particular wholesaler performs 
buying, storaging and bulk break-up for a group of 


1Note the decline of sales in specialty markets shown in Table 21. 

*Before depreciation and federal income taxes. 

*Cooperative chains should not be confused with the consumer 
cooperative, which is a less significant form. 


Table 20: Sales of Five Leading Retail Food Chains 


Dollar Figures in Millions 


Total Grocery Sales of Per Cent of Five 
Year and Combina- | Five Leading | Leading Chains 
tion Store Sales!] Grocery Chains} Sales to Total 


SOURCE: TEMPORARY NATIONAL ECONOMIC COMMITTEE 


BOL2 Rieter totes essa a vsherss 5,735 410 TA 
USS eee ts oe oe 6,250 503 8.0 
Ue tar Cine ge rice 6,250 581 9.3 
UD aCe dete aan Bator 6,544 753 11.5 
UD Ue se Apeepci can lke 6,985 947 13.6 
MOH eee Gh occ AAI 6,985 1,177 16.9 
Uo dads de asticear totic 7,353 1,497 20.4 
ds iro 5 Geb a ndel CchcjoNg 7,353 1,805 24.5 
WOSO ss. s.te ere ROP an Ate 6,544 1,803 27.6 
WRB eect wecate asa creas 5,956 1,742 29.2 
URLS Adar ns eerie cites Seti 5,294 1,523 28.8 
SOURCE: THE PROGRESSIVE GROCER 
LORO Beit. Mactan wats see 9,305 1,805 19.4 
ESO re eens tee 9,100 1,803 19.8 
LOSES tbc eae 8,050 1,742 21.6 
LOB eres, cena meets Sergi anin sie 6,450 1,523 23.6 
UR Sais § Bitolyoonter phepehas 6,145 1,461 23.8 
LOSS eer eee hs cerare es 6,650 1,532 23.0 
TOS Ge oie eh tiolatebys 7,352 1,632 22.2 
L086 2. ce h etdis 3 sits) Sen 3 7,926 1,730 21.8 
LOST ae Pest s.c cee 8,356 1,751 21.0 
LOSS, Sica fe siccciees sats 8,137 1,715 21.1 
LOSO! 5 sapaiat stews -Jatsieiarss fia 8,577 1,865 Wey 
UU Dye ei ordiocoGccObor 9,010 1,904 211 
AGED, chobtateresete alcterere(sie. 5 10,210 2,488 24 4 
DOA ites wide <iasctereries 12,200 2,762 22.6 
HOTS SRE SOe eon ep cooar 13,210 2,690 20.4 
OSA ersles seide:setee asters = 14,260 2,893 20.3 
LOLS ae AAR aT ae 14,690 2,959 20.1 


Note: For TNEC, total sales include net food sales of grocery and combination 
stores. 

For The Progressive Grocer, total sales include those of grocery, combination, 
delicatessen, food sales of general stores, and “other food stores” with grocery de- 


partments. } 
Sales for 1929, 1938, 1935 and 1939: Census of Business, 


independently owned stores. Cooperative chains re- 
sult from the actions of combined independent retail- 
ers who set up a jointly owned wholesale and distri- 
bution organization. Since the Thirties, independent 
food retailers in these categories have done between 
45% and 50% of the independents’ share of the busi- 
ness and 30% of the total. 

Supermarket and chain or chain-type operations 
have been supplemented by the inauguration of self- 
service or semiself-service in smaller outlets by both 
chains and independents. Self-service retailing got its 
start in the grocery departments of the early super- 
market, which has now extended this form of pur- 
chasing to almost every conceivable type of item. 
The adaptation of this supermarket method, com- 
bined with the standardized pre-packaging such re- 
tailing has stimulated, enables almost any merchant 
to adapt self-service to his own uses. 

The corporate chains had reached a peak in their 
share of the business in 1933, when they had 37%. 
What may have been their own complacency had 
enabled the supermarket to catch them off balance, 
and developments lowered this percentage to 32 in 
1937. By 1941, reducing the number of outlets and 
increasing the volume done per store brought their 
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Table 21: Estimated Retail Food Store Sales 
Source: The Progressive Grocer 
Dollar Figures in Millions 


Total Total Specialt: 
Grocery Specialty | Retail | Store Sales 
Year and Com- tore Food {88 Per Cen 
bination Sales? Store of Total 
Store Sales tail 
Salest Food Sales 
L028. grat 9,305 3,209 | 12,514 25.6 
1980..... 9,100 3,100 | 12,200 25.4 
AOS NE acy: 8,050 2,300 | 10,350 22.2 
LOSS. 6,450 1,950 8,400 23.2 
1983) 7, 6,145 1,636 7,781 21.0 
1984. as. 6,650 1,950 8,600 22.7 
L985 oe. 7,852 1,849 9,201 20.1 
1986). aa. 7,926 2,100 | 10,026 20.9 
LOST: das 8,356 2,247 | 10,603 1a 
1988. Sc: 8,137 2,150 | 10,287 20.9 
1939..... 8,577 2,240 | 10,817 S027 
1940..... 9,010 2,340 | 11,350 20.6 
104] a, 10,210 2,590 | 12,800 20.2 
1942. 5%. 12,200 3,100 | 15,300 20.3 
1948 )..%:5, 13,210 3,410 | 16,620 20.5 
1944..... 14,260 3,610 | 17,870 20.2 
1945..... 14,690 3,720 | 18,410 20.2 
WO4G eFS 0) ceteelh PCG SESS Fries [ares oe 


combination delicatessen, food sales of general stores 
t 5 iia td departments. 4 
2Includes sales in chain and independent meat and seafood markets, bakeries, 
fruit and a markets, candy and confectionery stores and dairy stores. 

_eEstimated by the Conrerence Boarp on basis of per cent changes during first 
eight months, 1946, over first eight months, 1945. 


share back to 37%. The total number of indepen- 
dents, despite the rise of chain and independent super- 
markets, was increasing, and greater numbers of these 
independents were found in the voluntary and co- 
operative chain folds. Total sales volume for all types 
was boosted above 1929 levels for the first time in 
1941. The business was done by somewhat fewer 
stores—a factor primarily attributable to a decline in 
the number of chain outlets. Independents, which 
presumably had fewer resources to weather the de- 
pression years, were again increasing in number. 

The war was responsible for three principal devel- 
opments. First, the number of all types of outlets 
declined. Chains were continuing their process of ra- 
tionalization at the retail end while fewer stores were 
being opened. Second, the shortage of help fostered 
the growth of self-service retailing. Third, during the 
war, the chains were back to the 32% of the business 
they held before their supermarket expansion of the 
late Thirties after hitting a 38% peak in 1942. This 
was primarily owing to the greater flexibility in buy- 
ing arrangements of the independents; to sales losses 
in chain highway supermarkets during the gasoline 
shortage; and to individual attention to consumer 
problems in rationing and allocation of shortage items 
by independents. 

At the end of 1945, a number of separate move- 
ments were in process. The number of chain outlets 
was still dropping and the new ones opened were 
primarily of the self-service type. Chain integration 
had increased during the war. Independents had 
again expanded in number principally because of the 


large number of openings in the last quarter of the 
year, and food stores were changing hands at record 
rates. While only 11% of the independents were oper- 
ating self-service units in 1942, 25% were self-service 
in 1945, and these did 36% of all independent sales. 
Furthermore, 48% of the independents were semiself- 
service in 1945, which was less than in recent previous 
years, presumably reflecting a shift into complete self- 
service. Semiself-service stores did 42% of the inde- 
pendents’ business in 1945. Independents doing from 
$50,000 to $250,000 per year were most successful in 
gaining sales. They were beginning to acquire some 
of the advantages of chains. 

It is thought that there are about 500 voluntary 
and 300 cooperative chains in existence, with about 
75% and 25%, respectively, of such affiliated inde- 
pendents at present. 


SUPERMARKET PROSPECTS 


Plans for about 3,000 new supermarkets, in which 
investments of from $100,000 to more than $300,000 
are not unusual, were known of in late 1944. The 
conversion of the retail food outlet from the grocery 
store to a fully stocked food merchandiser had cut 
the sales of specialty food stores from 25% of total 
retail food sales to the 20% range since 1929, and 
the trend appears to be still downward. One group 
of local supermarkets was doing a business of from 
$500,000 to $5,000,000 in individual outlets. Super- 
markets were adding drugs and cosmetics, wines and 
liquors, magazines, lunch counters, kitchen hardware 
and even basement dry goods stores to their lines.’ 
A large chain of auto suppliers was reversing the 
process and adding food departments to its outlets. 
One big wholesaler, which had started with an old 
Baltimore house, had during the war purchased, 
among others, four of the midwest’s grocery distribu- 
tors, and reported net sales of $123 million in its last 
year of operation—a reputedly high figure. 

In the midst of all these contradictory trends, sales 
data for the first eight months of 1946 show that 
corporate chains were increasing their business faster 
than the independents.? As a result, they were re- 
gaining some of their wartime percentage losses in 
sales. Their 1945 share of 31.9% was the lowest 
proportion of the total since 1930, and the 1946 
amount would appear to be 34.3%—part of the road 
back to their peak percentage of 37.7 in 1942. 


1This recalls some of the earliest supermarkets who used “loss- 
leader” grocery departments to attract consumers to hardware, radio, 
beauty-shop, shoe-repair, variety, drug and cheaper-apparel de- 
partments. 

Says one observer: “. . . any item of frequent purchase by the 
housewife where replacement is at short intervals, will in the lon 
run be sold in food stores. The food dealers’ margin is smaller an 
he can therefore sell a rapidly moving household item at a more 
competitive price than any other kind of distributor. Moreover, 
housewives visit food stores more frequently than any other type of 
retail outlet.” Carl W. Dipman, “Wartime Changes in Food Dis- 
tribution,” The Journal of Marketing, January, 1944, p. 325. 


See Table 21. 
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TABLE 22: ESTIMATED NUMBER AND SALES OF FOOD STORES, BY TYPE OF OPERATION 


Source: The Progressive Grocer 
Stores in Thousands; Sales in Millions 


Classification 1945 1944 19438 1942 1941 1940 1939 1988 
Independent Stores! 
Total 
PREMIER: 08 Sah ee eA OEE © seo S ode 865.0 350.0 $50.0 384.0 405.0 405.1 886.0 |. 390.8 
BBLS: See a ors lan ears ects ca yas ees $10,000.0 | $9,610.0 | $8,960.0 | $7,600.0 | $6,390.0 | $5,830.0 | $4,990.0 | $5,076.0 
Voluntary and Cooperative 
PNUD DER eae teetenticins «OM sisimebnabdan-net 94.0 92.0 92.0 100.0 108.8 108.8 108.8 110.0 
ROR eee Silene ciel chlo cht NGS Sho sins) «58 96 $4,700.0 | $4,510.0 | $4,210.0 | $3,572.0 | $3,003.3 | $2,740.1 | $2,350.0 | $2,400.0 
Unaffiliated 
UNMRKEIOR ous srcratacgiare etree tre EN Se nas. 271.0 258.0 258.0 284.0 296.3 296.3 277.8 280.8 
RSAICREMS EY e strat Coe Coe cn ccs tee ass $5,300.0 | $5,100.0 | $4,750.0 | $4,028.0 | $3,386.7 | $3,089.9 | $2,640.0 | $2,676.0 
Chain Stores? 
ERATE DED Eo aventarsians-athitevatascaaereietopetctatckaneratbrde $2.0 33.0 33.0 35.0 38.5 40.0 40.0 45.0 
So CoRR See Lf Be ORR. sO eo One E $4,690.0 | $4,650.0 | $4,250.0 | $4,600.0 | $3,820.0 | $3,180.0 | $2,900.0 | $2,657.0 


Includes estimates for grocery stores (without meat), combination stores, 
n stores, country general stores and “‘other stores.” 


Incomplete evidence of further integration by 
chains since 1941 seems to support the conclusion that 
the process has been continued, perhaps even accel- 
erated. The following comment regarding wartime 
acquisitions of the five leading chains is pertinent:? 


“During the war . . . their proportion of total sales 
declined. What is perhaps more significant for the post- 
war years is the fact that they have continued the inte- 
gration of their operations back into the processing and 
handling of foods, in order to produce their own brands 
to compete directly with those of other food concerns.” 


Safeway has added twelve meat-packing plants, 
dessert, cheese, biscuit, butter, and two other food 
producers as well as three retail grocery chains and 
bought out the Kroger interest in another chain. A 
considerable amount of reorganization and dissolu- 
tion among its subsidiaries was simultaneously car- 
ried out. American has purchased two packing plants, 
one of which was subsequently discontinued, and a 
realty company, as well as two chains of retail out- 
lets. Kroger went out of the meat-packing business 
in 1945 and 1946, but acquired a smaller chain and 
a bakery. No acquisitions were made public by the 
A&P, and First National and it is possible that the 
foregoing list for the other three leaders is incomplete. 


Attention has been refocused on the methods of 
integrated chain operation by the recent United 
States District Court decision finding the A&P 
guilty of violations of the Sherman Antitrust Act, 
principally because of the activities of its sub- 
sidiary, the Atlantic Commission Company, which 
has been described as “the largest individual pur- 
chaser of fresh fruits and vegetables” in the United 
States. This decision was primarily based on A&P 
buying techniques. Other charges against chains 
through the years have been based on their generally 
low prices in competition with the independents, some- 
times through “loss-leader” selling. The state chain- 


1§maller War Plants Corporation report, op. cit., p. 213. 


Includes estimates for grocery stores (without meat), combination stores and 
“other stores.” 


store taxes, Robinson-Patman Act, and Miller-Tyd- 
ings Act have resulted therefrom. 

Monopoly is clearly not present in the real eco- 
nomic sense of complete control over supply and price 
by one enterprise or several enterprises working in 
agreement supposedly resulting in restricted output 
at a higher price. The trade’s structure, in general, 
consists of several big integrated enterprisers, many 
large independents, and a host of small independents. 
The chains are in a position to influence supply and 
price conditions, but not to determine them abso- 
lutely. In food distribution, this has worked to lessen 
retail price as the chains lowered the retail margin by 
volume sales and through the savings of integrated 
operations in handling costs, advertising, labor effi- 
ciency, quantity purchasing, centralized handling of 
many products, lower freights, cartage and warehous- 
ing costs. It would seem fairly clear that chain effi- 
ciency, even allowing for the fact that the supermar- 
ket was an independent development, has set the 
tone for the subsequent course of food retailing. 


WHAT THE COURT FOUND 


Perhaps the essence of the court’s finding in the A&P 
case was that only 10% of the chain’s net profits were 
derived from retail stores which it operated, the bulk 
of the profit being derived from manufacturing, pur- 
chasing, discount and brokerage operations conducted 
on a discriminatory basis. Business Week comments: 
“Tn effect (in 1941); the company came close to sell- 
ing to the consumer at cost, the real profits coming 
from such activities as manufacturing and packing.” 


A&P plans an appeal. Similar cases against Kroger 
and Safeway are in prospect. What these antitrust 
prosecutions will bode for the future of chain integra- 
tion cannot yet be foretold. But when placed along 
side the continuing growth of chain and independent 
supermarkets and even super-supermarkets, the rise 
of self-service retailing in the smaller store, the addi- 
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tion of nonfood products to food stores and food prod- 
ucts to nonfood outlets, the expansion of frozen food 
products, the continuation of chain integration and 


the growth of the large wholesaler, it would seem that 
several years must pass before the emerging pattern 
of food retailing crystallizes. 


VI. Case Study: Profits and Integration in Paper and Pulp 


HE financial structure of the integrated mills in 

the paper industry differs significantly from the 
structure of either nonintegrated mills or market pulp 
mills.1_ Despite a decided increase in net worth of 
integrated mills from 1939 to 1945, the proportion of 
total assets financed by net worth remained constant 
at 71% throughout the period, the rise in total assets 
simply keeping pace with the rise in net worth. (See 
Table 23.) 


In the case of nonintegrated mills, while the pro- 
portion of total assets represented by net worth fluc- 
tuated during these years, it never was below the 71% 
of integrated mills. Except for 1941 and 1945 when 
this ratio was 75% and 73%, respectively, the ratio 
of net worth to total assets for nonintegrated mills 
fluctuated between 77% and 80%. This ratio was 
erratic” for market pulp mills with a low of 68% 
obtained in 1941 and 1945 and a high of 77% recorded 
in 1943. The ratio of the integrated mills thus evi- 
dently falls at the lower end of the scale. From the 
ratios it would also appear that the intergrated mills 
have the greatest dependence upon borrowed money, 
the nonintegrated mills the least. The greater depen- 
dence upon borrowed funds would be reflected in 
greater interest charges, assuming that companies in 
each of the groups use approximately the same type 
of debt instrument and approximately the same 
credit standing. In the first six of the seven years 
covered by the survey, a drop took place in both the 
absolute and relative importance of interest charges 
for integrated companies. While the decline has not 
been so regular for market pulp mills and noninte- 
grated mills, the importance of interest charges for 
companies in those groups has generally remained be- 
low that for integrated companies both in relation to 

1A]l data taken from “A Capital and Income Survey of the United 
States Pulp and Paper Industry, 1934-1945,” Special Statistical 
Studies, No. 19. American Paper and Pulp Association, Sept., 1946. 
Copyrighted material used by permission of the Association. An 
integrated paper mill is one that is operated as a unit with a pulp 
mill. “The paper mill does not buy its wood pulp but receives it from 
its own pulp-producing units, the two generally operating on a con- 
tinouous production cycle. 

“A nonintegrated paper mill . . . is a paper mill which depends 
upon purchased wood pulp for its pulp supply. 

“A market pulp mill . . . (is) one which sells and ships its entire 
production of wood pulp.” 


Thus, the integrated mill is simply an amalgamation of the non- 
integrated paper mill and the market pulp mill. 


*The relatively small sample of market pulp mills may be the cause 
of this erratic movement. 


Table 23: Per Cent of Net Worth to Total Assets, 
1939-1945 


Market Pulp Rosistrated Integrated 
Mills Mills 


Table 24: Per Cent of Earnings, before and after 
Taxes, to Sales, 1939-1945 


sales and total assets. Only in 1939 was the relation 
of interest charges to sales for market pulp mills 
above the same relation for integrated firms. 


FAVOR INTEGRATION 

Nevertheless, the integrated firms made a better 
showing than the nonintegrated firms in the relation 
of profits before taxes to sales (see Table 24). In all 
the years under consideration, the ratio of profits 
before taxes for integrated firms was above that for 
nonintegrated firms. But the ratio for market pulp 
mills was above that for integrated mills in 1939- 
1942 and 1945. 

The ratio of profits after taxes to sales was higher 
for integrated companies than for nonintegrated com- 
panies in all seven years. When integrated firms 
are compared with market pulp mills, however, the 
ratio of profits after taxes to sales for the latter group 
was above that for the former. The tax laws appear 
to favor the market pulp mills, probably through the 
depreciation and depletion allowances permitted these 
companies on their investment in woodlands and 
plant. 

The federal tax burden in relation to earnings be- 
fore taxes is shown in Table 25. 
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Table 25: Per Cent of Federal Taxes to Earnings 
before Taxes 


Market Pulp | Nonintegrated | Int 
id “Mik |) Mill Mills 
SD vasstets er ssttens axd-k/ ne ag 13.2 14.2 13.3 
Ae ibis cs waaina soldi aoe 35.0 21.5 25.8 
1 gE Lec llega haces aii ae or geteia 51.4 44.3 46.0 
odetes. wr. JOE. 58.0 56.9 55.7 
TOSS ee Ui, See 46.3 59.4 56.1 
SER iretats a) sre 018, €cnce) = sm.e% 85.5 57.7 58.8 
2 ee erie 32.4 50.4 51.9 
Table 26: Per Cent of Sales to Total Assets, 
1939-1945 


Table 27: Per Cent of Earnings, before and after 
Taxes, to Net Worth, 1939-1945 


Before After Before After Before After 


Taxes Taxes Taxes Taxes Taxes Taxes 
OU cs cts ess 7.27 4.66 8.48 5.29 7.76 4.92 
WBSO R052 os 21.10 | 12.00 | 10.13 5.96 | 13.61 8.16 
IR. isecsiave «are 35.14 | 15.16 | 21.46 9.79 | 22.76 9.96 
PA Ss a ssrods ic 0 > 31.86 | 11.22 | 21.73 | 7.50] 19.76 6.54 
Peon see es ont 15.14 6.06 | 21.57 6.89 | 18.51 5.95 
ROBE. Fess ans 14.96 7.74 | 18.64 6.12 | 18.92 5.81 
tise oereo. « 12.46 6.16 | 16.13 6.28 | 16.04 5.73 


Of crucial importance to profits in the paper indus- 
try is the behavior of the turnover ratio—the ratio 
of sales to total assets. This ratio was highest for the 
nonintegrated firms and lowest for the market pulp 
mills, the integrated firms occupying an intermediate 
position (see Table 26). Turnover is low among pulp 
mills and integrated paper companies because of the 
relatively large investment required in woodlands and 
plant as well as the relatively low value per ton of 
product. 

Despite the clear-cut superiority of integrated firms 
over nonintegrated firms in the ratio of earnings before 
taxes to sales, no decided advantage is shown by the 
integrated firms in the ratio of earnings before taxes 
to net worth (see Table 27). In three of the seven 
years the integrated firms had the higher return on 
net worth, while in the other four years nonintegrated 
firms showed greater profitability. In the years 1943 
and 1944, the only years in which market pulp mills 
had a lower profit to sales ratio, their return on net 
worth was also below that for integrated firms. In 
only one other year, 1945, did market pulp mills earn 
less on their investment than integrated firms. 

Thus, despite their relatively unfavorable cost-price 
structure the turnover of assets of nonintegrated firms 
was such as to bring the return on stockholders’ equity 


pins Noni “ “Sem ae oe 
40 95 56 
65 102 65 
78 131 83 
84 129 84 
85 136 86 
78 139 92 
67 124 93 


to a point where it compared favorably with that of 
integrated firms. “Because of the necessity for inte- 
grated mills to earn enough on their sales of paper to 
carry their pulp mills as well as their paper mills,” 
the survey states, “the profit on their sales of paper 
must be high in order to earn a reasonable profit on 
the investment.” For market pulp mills, “the high 
investment required to create a dollar of sales makes 
it necessary to earn a much higher percentage of 
profit on sales in order to earn a normal profit on the 
total assets of a pulp mill.” 
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FRANK GASTALDO 
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Business Book Shelf 


Industrial Trading Area Map of the United States. 
Hagstrom Company, Inc. Paper Edition, $12.50; Linen Back 
Edition, $20.50. 

While there is nothing new about trading area maps, 

this one is worthy of mention if for no other reason 

than it is the first for industrial products. Previous 
maps of this type have been confined to trading areas 
for consumer products. 

Many industrial concerns have developed personal 
trading area maps upon the basis of their own sales 
experience. For the company which has not done so 
and for the company with “blind spots” in its own 
map, this piece of work offers valuable assistance. 
In developing its areas, Hagstrom studied the terri- 
tories used by industrial distributors, mill-supply 
houses, electrical jobbers, automotive jobbers, 
plumbing supply houses, and manufacturers’ agents 
and sales branches. Coordinate studies were made 
of the warehousing and dealer facilities of three lead- 
ing industrial manufacturers, of general transporta- 
tion facilities, and of geographic features. 

The map not only delineates the various territories 
but evaluates their potential as markets for indus- 
trial products. G.C.T. 


Getting into Foreign Trade. By Eugene Van Cleef. New 
York: Ronald Press Co. $2.50. 


The complexities and pitfalls of foreign trading are 
analyzed in detail. The knowledge required of bank- 
ing and credit, packing and shipping and documenta- 
tion is ample proof that more than orders are needed 
to engage in exporting. The book will be found use- 
ful by those established in business who contemplate 
exporting. The mechanics of this transition are set 
forth in a general way, and will serve as a guide, par- 
ticularly when they are consulted in conjunction with 
the five-page bibliography at the end of the book. 
J. H. W. Il. 


456 THE CONFERENCE BOARD 


November, 1946 


Survey of Business Practices 


Inventories Unbalanced by Shortages 


HORTAGES of key materials are bottlenecking 
industry’s output, while other materials in more 
abundant supply and goods in process are accumulat- 
ing in plants and storehouses. These shortages are re- 
garded as industry’s No. 1 inventory problem by the 
majority of executives cooperating in this month’s 
survey of business practices. Keeping production lines 
moving in spite of these shortages and attendant un- 
balanced inventories is of more concern to manufac- 
turers than the possible danger in the peak volume of 
total inventories about which the Department of 
Commerce recently cautioned business. Some execu- 
tives, however, indicated a shift to more conservative 
buying in the future. At the same time, demand for 
most products remains unsatisfied, shipments lag be- 
hind new orders, and backlogs continue to mount. 
There is evidence, however, of curtailment in some 
plant expansion programs. 

Industry’s inventory situation today cannot be 
appraised by “normal” standards because relation- 
ships and the composition of the principal components 
of inventory are abnormal. In the past the level of 
inventories has often been compared with the level 
of sales, since it is obvious that increasing inventories 
are required to support a rising volume of sales. The 
amount of unfilled orders also frequently entered into 
calculations as to the reasonableness of inventories. 
It was always recognized, however, that these ratios 
of inventories to sales must be viewed with a certain 
degree of caution because a sudden and marked down- 
turn in the business cycle would result in a much more 
rapid decline in sales and unfilled orders than in in- 
ventories. Thus, a favorable ratio could be quickly 
supplanted by an unfavorable ratio. 


EFFECT ON INVENTORIES 


While the high level of production and demand is 
a factor in the accumulation of inventories, other in- 
fluences are more significant. Paradoxical as it may 
seem, shortages are greatly responsible for the in- 
crease in total inventories where they have occurred 
in key raw materials and component parts, such as 
steel, lumber, lead, tin, copper wire, roller bearings, 
and electric motors. These shortages are holding back 
the completion of goods in process and at the same 
time are causing other raw materials to pile up sub- 
stantially, while the high level of demand together 
with the low volume of finished goods keep finished 
goods inventories at an abnormally low level. 


Only a few executives reported unusual accumula- 


tions of finished goods and these were largely at- 
tributed to transportation difficulties and changes in 
customers’ delivery schedules because of production 
difficulties in customers’ plants. 


One executive calls attention to “one factor which 
has frequently escaped attention, viz: that factories 
making war products unrelated to normal peacetime 
products found it necessary after reconversion to start 
from scratch in building up raw material and work-in- 
process inventories. In our opinion, this has repre- 
sented a material part of the total increase in inven- 
tories since V-J day.” 


NEARLY COMPLETED PRODUCTS PILE UP 


Most significant effect of the shortages has been the 
pyramiding of goods in process. Many of these goods 
are only one or two steps away from being finished 
products for which peak demand currently exists. 
However, until the missing items are obtained, ship- 
ments cannot be made. In the meantime, manufac- 
turers in this position are attempting to keep their 
production lines in operation by working with mate- 
rials on hand. As a result, schedules are badly dis- 
torted and the time required to complete many prod- 
ucts today is far greater than in previous peacetime 
periods, piling up inventories even further. 

Still another result of today’s abnormal situation is 
that many buyers feel that they must buy whatever 
is offered, in the quantities offered. In part, this ap- 
pears to be a desire to insure a future supply of those 
raw materials for which a critical shortage does not 
exist today against the time when the more critical 
items can be obtained. Such buying and selling meth- 
ods contribute to the maldistribution of available 
supplies, creating excessive inventories of a particular 
item for one manufacturer while another may be 
forced to shut down for lack of the same item. 


The reports received again emphasize the close 
“tolerances” required for effective mass production. 
An even flow of all raw materials and component parts 
must be maintained in order to obtain maximum pro- 
duction. The lack of a single item can result in the 
shutdown of a production line and this, in turn, can 
cause other lines to shut down. Some manufacturers 
reported that their production schedules are almost on 
a day-to-day basis because of the supply situation in 
a few materials. No efforts are spared in obtaining 
these critical materials, and in some instances rela- 
tively bulky items have been flown to plants to pre- 
vent an interruption in output. Under these condi- 
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tions, efficient scheduling and planning become 
impossible, as does maximum output. 


INFLATED VALUES 


Another inventory problem mentioned by execu- 
tives is the “inflated value” of raw materials and 
goods in process. Particular attention is directed 
toward the increased value of goods in process because 
of the sharp rises in labor costs. These higher values 
have caused some concerns to review their methods of 
pricing. It is also observed that these higher costs 
must be considered in comparing today’s inventory 
values with those of prewar periods. 


Although management’s attention is largely cen- 
tered on the problems of obtaining scarce materials 
and increasing productivity, a few executives reported 
a heightened concern regarding the level of raw ma- 
terial and goods-in-process inventories. In some of 
these instances, policy has been changed from buying 
everything in sight to a partial liquidation of current 
inventories and a tighter control over future procure- 
ments. This shift was necessary in part because no 
space could be found in which to store additional 
materials. The large investments in inventories are 
also causing some executives worry. 


Detailed comments on inventory problems faced by 
companies cooperating in the survey are given on 
pages 467 and 468. Reprinted below are comments 
which illustrate the situation confronting most com- 
panies as well as a few which are exceptions to the 
general rule. 


“The basic inventory problem facing our company is 
the shortage of commercial parts and raw materials, to- 
gether with uncertainty as to the delivery date of those 
materials which we can obtain.” (Industrial machinery) 


+ % % 


“Because of the long period required to obtain either 
raw materials or component parts, it has been necessary 
to make commitments many months in advance. Auto- 
matically this provides ultimately for a larger inventory 
than one would customarily consider desirable. With the 
labor situation as it currently exists, it is, I think, the 
reasoning on the part of management generally that it 
is more important to have supplies on hand and somewhat 
in excess of requirements in order to be assured that 
there will be no interruptions in work schedules. Such 
interruptions in the end are much more costly than the 
carrying charges on the excess inventory. 

“Another important factor-is that labor in most im- 
portant industrial centers is difficult to obtain, cannot 
easily be replaced and, if it is necessary to shut down 
operations and lay off help for a period of two to three 
days on account of shortages, the help takes jobs else- 
where.” (Electrical supplies) 


* & & 


“Our inventories are rising faster than our sales. Cer- 
tain items are restricting shipments, while other mate- 


rials are flowing in rapidly and piling up in our stock 
rooms. Owing to the shortage of materials, we have been 
buying everything in sight. But in the beginning of 
October, we decided to reduce our buying since we were at 
the point where we simply could not store any more 
material.” (Industrial machinery) 

eT on NE 


“We are beset with constant temporary excess inven- 
tories and shortages.” (Paper) 
eS 


“Raw materials for our business are so scarce that we 
find it necessary to purchase any materials which become 
available on the market at the time and whenever they 
become available. This results in our having an unbal- 
anced inventory and one that is higher in value than we 
would normally carry.” (Chemicals) 


a SE 


“We are receiving large tonnages of steel for fabrica- 
tion, but the steel mills are not shipping the steel in 
accordance with our requirements, but rather to suit the 
most economical methods for their operations. As a con- 
sequence, we have 30% or 40% more inventory that 
we are not ready to use until January, February and 
March, and yet we are having difficulty in obtaining the 
steel that we actually need for current operations.” 
(Structural steel) 


* & 


“We have the highest inventories in our history and 
likewise the highest unfilled orders so that the relation- 
ship between the two remains practically the same. The 
relationship between inventories and sales tells an en- 
tirely different story, however. We have not been able 
to increase our sales volume because of inventory short- 
ages so that the relationship between inventories and 
sales has increased on the average about 80%. This is 
quite a drain on the bank account.” (Miscellaneous 
metals) 


Ce ee 


“Our inventory of raw materials, chiefly steel, is almost 
double what we regard as good practice. This is chiefly 
owing to a state of unbalance which we have been unable 
to correct. Failure to obtain one size of steel immobilizes 
many other sizes in our inventory.” (Miscellaneous 
metals) 

* * 

“Our inventory today is far too large owing to the fact 
that we have to buy on long-term delivery and also be- 
cause we continued to buy during a series of strikes at 
our various plants. After these strikes were settled, we 
were unable to use the accumulated inventory as we 
failed to obtain the expected labor supply. We are care- 
fully analyzing all our purchase orders with the idea of 
canceling or deferring until we get each item down to what 


we consider a normal basis.” (Industrial machinery) 
os: SS 


“Our principal inventory problem is inability to main- 
tain satisfactory hedges against our raw material com- 
mitments because of the substantial discount that the 
new crop of cotton sells below current year’s crop.” 


(Textiles) 
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“Current conditions would seem to warrant shortening 
delivery periods and making the dates of delivery more 
definite.” (Retail distribution) 

* * * 


“We are on a last-in, first-out basis and as a result of 
inability to obtain certain commodities are faced with 
‘involuntary liquidation.’ If we can support this, the fact 
that inventory has been lost is not serious. The cost of 
this inventory will be very much higher owing to the in- 
crease of prices.” (Food) 

ee.) & 


“There seems to be very little we can do at present to 
prepare for a declining price market which we expect in 
about a year or a year and a half from now, without tak- 
ing chances on the operation of our plants. It is our aim, 
however, to reduce inventories just as fast as the supply 
situation eases.” (Cement) 


Wo ae 


“Our method of pricing our inventory of finished parts 
and goods in process has been inadequate in view of the 
very shaking shifts in material and labor costs during the 
past year. As a result, we have had to change our method 
of charging our inventory in and out, pointing toward the 
end of the year. We must price them on a basis which will 
reflect their actual cost of production during the course 
of the year.” (Instruments and controls) 


* & & 


“Our company, unlike many other organizations today, 
does not find itself in an overstocked inventory position. 
It could be argued that we are living ‘hand to mouth’ 
but on an over-all basis it is not so alarming as that, and 
we are firmly convinced that it leaves our raw material 
inventories in better balance than in the case of those who 
have oversubscribed in all or part of necessary raw mate- 
rials. A heavy inventory of one type of material is useless 
where there is an acute shortage of another type—both of 
which are vital to the production of a finished item.” 
(Chemicals) 

re 

“We are having an unusual increase in our inventory of 
such finished products as canned goods, Except for sugar 
and those products for which it is a basic raw material, 
we believe that the day of a free competitive market is 
‘just around the corner.’” (Food) 


* & & 


“The general scarcity of raw materials in the face of 
our expanding business has caused us to go out of our 
way to keep the wheels rolling by substituting various 
types of material. The higher cost of fabricating substi- 
tute material, coupled with higher original cost, would 
naturally lead to considerably higher inventories even if 
our volume had not increased substantially.” (Instru- 
ments and controls) 


ORDERS AND SHIPMENTS 


Virtually all executives reported cancellations at a 
normal or subnormal level. It is significant, however, 
that a number of companies noted a drop in inquiries. 


Most of these reflect cutting back or postponement 
of plant expansion programs. 

The large majority of concerns reported that new 
orders are still leading shipments, with the result that 
backlogs of unfilled orders continue to increase. A 
considerably smaller number indicated that orders 
and shipments were about balanced, while a few noted 
reductions in backlogs. Frequently, production is still 
being allocated and many executives feel that back- 
logs would build up to much higher levels if orders 
were more freely accepted. There is speculation as to 
the amount of duplication which exists on order 
books. A note of caution is introduced by a number 
of executives who believe that the demand situation 
must be closely watched as it could deteriorate very 
rapidly. Evidence of such deterioration is still slight 
but some exists. For the most part, pipe lines of 
supply are reported as being far from filled but in- 
stances where they have been filled or are about to 
be filled are growing. Increased resistance and greater 
selectivity were noted among some buyers. 


A number of comments on the order situation and 
the status of pipe lines of supply are given below. 
These have not been selected with a view toward 
giving a typical cross-section of comments on present 
conditions, but rather to highlight opinions and esti- 
mates of the future. 


“In the last six months, owing to unsettled business 
conditions, a great number of the contracts that have 
been placed with us have included a cancellation clause, 
making it possible for the customer to cancel his work 
at any time should adverse conditions arise in industry. 
We note that there is a great desire of our customers to 
prepare for the future by building new facilities, but they 
are all proceeding with a great amount of caution and 
keeping themselves in a position to stop any of their 
capital investments if general conditions indicate this 
to be advisable.” (Industrial machinery) 


+ Ce 


“In the heavy construction division we have bid on a 
number of projects on which all bids have been rejected 
because the bid prices were too high to warrant proceed- 
ing with the project at this time, particularly in view of 
the difficulties which would be experienced in obtaining 
materials and labor.” (Industrial machinery) 


* & & 


“Right now we have orders for as many units as we 
can make for practically as long as we can make them. 
However, we know that, if the public demand changes, our 
order situation can fade as ice in the sun. We do not 
yet see any definite evidence of the market filling up or 
leveling off. That can come any day and, if prices con- 
tinue to go up, will come sooner than otherwise.” (Auto- 
motive equipment) 

Ste we 

“There are indications that a falling off of orders— 
now noticeable in some lines—may be expected in the 
coming months, although we remain optimistic as to the 
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outlook for machine-tool sales for a considerable period.” 
(Machine tools) 


cae A Bes 


“We are naturally apprehensive as to what percentage 
of our orders are really good or how many possible 
duplicates may be revealed in probably a geometric pro- 
gression when the ‘bust’ hits.” (Instruments and controls) 


Seo ae 


“Most merchants generally are more cautious today 
than they were during the war period. It would not be 
surprising if there would be a considerable increase in can- 
cellation of past-due orders.” (Retail distribution) 


teat .& 


“Consumers” durable goods are still scarce but there is 
every reason to believe that the tremendous backlog of 
orders is not so great as it is supposed to be, and that it 
will take only a short time to supply the immediate de- 
mand once production reaches a certain level. Further- 
more, I believe that most manufacturers of durable goods 
expect that time to come during the second quarter 
of 1947. 


“There will still be a tremendous demand for consumers 
durable goods but it will be tempered by insistence on 
the part of the purchaser for good merchandise, fair 
values, attractive design, reputable name, and probably 
satisfactory credit terms, those things that are character- 
istic of a healthy buyers’ market.” (Heating and plumb- 
ing) 


> 


* * * 


“Our field studies reveal that pipe lines on certain 
consumer products are filling up, and we anticipate that 
shortages brought about by war conditions on certain war 
products will, from a consumer viewpoint, be satisfied 
early next year. However, we likewise feel that there 
will continue to be a demand for some of these items 
substantially in excess of prewar demands which, together 
with new items, will provide a satisfactory volume of op- 
erations for months to come.” (Electrical supplies) 

+ + 


“We have screened our backlogs for ‘watering’ and are 
reasonably sure that our pipe lines have additional 
capacity, both in regard to our ultimate consumers and 
in regard to building a normal inventory supply of fin- 
ished products for our warehouses, jobbers and dis- 
tributors.” (Industrial machinery) 

as ei 2 


“There is evidence that the consumer is becoming more 
particular in his buying. Our customers report that goods 
of inferior quality made during the war period are not 
moving and that the customer is looking for quality 
merchandise which is dependable. It would appear in 
the wool textile business that pipe lines between our- 
selves and consumers will be well filled and that busi- 
ness will probably be returning to normal during 1947.” 
(Woolens and worsteds) 


eo ee 
“We doubt whether pipe lines generally will be filled 


up as quickly as a statistical analysis of prewar conditions 
might indicate. The greater per capita demand from the 
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large lower annual income level receiving much greater 
annual income will increase tremendously the effective 
demand for many products and will more than offset 
higher unit prices.” (Teztiles) 


oa 


“Pipe lines are wide open. There is beginning to be 
an utterly unusual export demand.” (Automotive equip- 


ment) 
ee 


“Pipe lines are beginning to fill, but to take care of 
current orders and to accumulate what we consider to be 
a desirable working inventory will, as far as we are con- 
cerned, call for continued production at our present rate 
and a little bit above throughout 1947.” (Office equip- 


ment) 
+ + * 


“There seems to be a tendency on the part of merchants 
to dispose of current stocks and establish their inventories, 
on a sound long-range merchandising policy, on a selected 
group of numbers that parallel customer demand.” 
(Apparel) 

RNS 

“Tt is our opinion that the supply of paper does not 
fall nearly so far short of demand as some people be- 
lieve. Some consumers are suffering from actual short- 
ages of paper but on the whole it is our opinion that the 
paper shortage is somewhat more apparent than real.” 
(Paper) 

wi Pe Se 

“We find some indication that pipe lines to our cus- 
tomers are being filled up, but only in certain commodi- 
ties. The situation as a whole still indicates a strong de- 


mand for steel, much greater than our ability to supply.” 
(Steel) 


Henry E, Hansen 
Division of Business Practices 


Tax Court Rules 
on Renegotiation 


HE Tax Court’s first renegotiation decision based 

on the merits of the case resulted in a complete 
government victory. To the surprise of the taxpayer 
who initiated the action, the original determination 
in the sum of $100,000 was increased $50,000. Taxpay- 
ers with court actions pending must now reconsider 
their position in the light of the court’s decision. 

The taxpayer in this case, Stein Brothers Manu- 
facturing Company,! was engaged as a partnership be- 
tween January 1, 1942, and September 30, 1942, in 
the manufacture of leather traveling bags and other 
luggage for the military forces. It acquired the origi- 
nal government contract from a predecessor leather 
goods manufacturing corporation controlled by the 

17TC No. 101, September 26, 1946 
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same members of a family, but it thereafter procured 
its own contracts from the government. It financed 
itself by borrowing $75,000 from a bank and not from 
the government. The taxpayer’s total sales for this 
short period were about $1,350,000. Of this amount, 
the renegotiable war sales to the government were as 
much as $1,170,000, which yielded about $238,000 in 
profits inclusive of partners’ salaries. The Under 
Secretary of War determined the excessive. profits on 
the renegotiable operations to be $100,000. The Tax 
Court established that the excessive profits were not 
$100,000 but as much as $150,000. Section 403 (e) (i) 
of the Renegotiation Act gives the court power to in- 
crease as well as decrease an agency’s determination 
of excessive war profits. 


FACTORS CONSIDERED 


In computing the excessive profits, the Tax Court 
used no mathematical formula. Instead, it gave effect 
to several factors, 7.e., the amount of fixed assets and 
risk capital involved in war operations, sacrifices of 
peacetime business, the gravity of the taxpayer’s re- 
conversion problem, its peacetime rate of profit, and 
the proficiency of its wartime performance. 

The Tax Court first took into consideration that 
the company’s net working capital was only about 
$82,000. It, nevertheless, granted partners profits of 
$64,500 after allowing for their salaries. 


Another factor considered by the Tax Court was 
the continued profits on civilian business. The com- 
pany’s commercial wartime business for the period 
under review was about $167,000, which yielded $37,- 
000 in profits. Its predecessor’s peacetime annual sales 
were about $237,000, but resulted in only $16,000 of 
profits. Apparently, the taxpayer’s wartime commer- 
cial business did not suffer. 


Furthermore, the court observed that the tax- 
payer’s war operations did not entail a significant re- 
conversion problem. It acquired the entire assets of 
its predecessor corporation, made large wartime 
profits, and could readily return to peacetime oper- 
ations without too great a cost. In peacetime, the 
predecessor corporation manufactured leather brief 
cases, portfolios and similar articles. In wartime, the 
taxpayer partnership manufactured leather traveling 
luggage. The nature of the goods manufactured and 
the required manufacturing processes were sufficiently 
the same to create no great reconversion problem. 


A fourth point was that the predecessor corporation 
under peacetime conditions earned only a 114% rate 
of profits on net sales after allowing for officers’ sala- 
ries. The Tax Court’s adjusted: war profits yields as 
much as a 54% rate of profit on renegotiable sales. 

The Tax Court contends that it also gave proper 
recognition to the excellence of the taxpayer’s war 
performance. This is reflected, it holds, in its allowed 
profit of $64,500 on sales of $1,170,000. 
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Other highlights of this case are: 

1. The taxpayer in this case presented no comparative 
figures of competitors as to capital, sales and profits in 
peace and wartime to help prove the reasonableness of 
its contended rate of profit on its renegotiable business. 
The Tax Court admitted that such comparatives might 
have stood it in good stead had they been submitted. 

2. This decision holds that the government has one 
year in which to subject a taxpayer to renegotiation com- 
mencing with the request of the renegotiating authority 
for a financial statement as to costs of production, and 
not from the filing of this data by the taxpayer. 

3. “Change Orders” from the government, which were 
frequent during the war, are integrated with and are 
treated as part of the original contract. As a consequence, 
sales made in accordance with the terms of the original 
contract prior to the Renegotiation Act are nevertheless 
renegotiable. The original contract was for the manufac- 
ture of 20,000 bags which was altered to increase the 
quantity to 30,000 units by an order dated October 8, 
1941, and otherwise by another “change order” on De- 
cember 9, 1941, for none of which were payments com- 
pleted by April 28, 1942. Had these contracts been paid 
for in full prior to April 28, 1942, the renegotiating agen- 
cies would not have jurisdiction over them. War legis- 
lation, as for example the Renegotiation Act in this case, 
is not in violation of the due process clause of the Fifth 
Amendment to the Constitution in the light of the United 
States vs. Bethlehem Steel Corporation case” when “ap- 
plicable to contracts made after the war-created demand 
exists but before the statute is enacted.” The court ar- 
rives at this conclusion by contending that the original 
contract was in effect canceled by the subsequent “change 
orders” relying on the words therein of “amend or supple- 
ment.” This has the legal effect of recreating the contract 
so as to be fully subject to the provisions of the Renego- 
tiation Act. 


The constitutionality of the Renegotiation Act was 
further challenged when the taxpayer contended that 
no official record of the administrative proceedings 
were available to it, with the consequent result that 
it was not given a fair trial. The Tax Court agrees 
with the legality of the act by holding that the tax- 
payer was, nevertheless, given a full and fair hearing, 
and was accorded a new and reconsidered trial in the 
Tax Court. 

Two other challenges of unconstitutionality were 
made. The Tax Court took the position that the Re- 
negotiation Act is a proper exercise of Congressional 
war power involving no undue delegation of authority 
to a governmental agency. And it disagreed that the 
Court’s decision in a renegotiation controversy is un- 
constitutional because it is final.* 


J. H. LanpMan 
Division of Business Practices 
Section 403 (c) (5) of the Renegotiation Act. 
2315 U.S. 289. 


‘Spaulding vs Douglas Aircraft Co., 154 U. S. 419; Heiner os 
Diamond Alkali Co., 288 U. S. 502; Section 711 oO (1) (HX), (D, J), 
(K); Section 721; Section 722. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1946-47,” page 108) 


Item 


Industrial Production 
otal (HRB) (S) ct. e tees cee: 
Manufacturing (FRB) (S)........ 
Derebie goods (FRB) (S)....... 
fore Bethe Scions a Seite we aee oer 
igitronse visece Shewee Mee 
Copper (refined).............. 
Lead (refined)............... 
Ane N(slab) Pen. pte ohne = Settee 
Glass containers.............. 


Machinery (FRB)............ 
Transportation equip. (FRB). . 
Automobiles................. 


Potton. See ick ress ole ee 


BRAVO! VARNA erates 10). tia c.stsjefouene 
Food prod., mfd. (FRB) (S).... 
Chemicals (FRB) (S)......... 
Newsprint, North American... 
ATCT tee eM stevia) « <teieiets 536 
Paperboard. ..2. 2.6 seuss. 00: 
Boots and shoes®.............. 
Cigarettes (small)*............ 
Mining (FRB) (S)..... Santnoace 
Bituminous coal.............. 
IABUNTACILE Societe, cis c ecndie-otsis. 
Crude petroleum‘............. 
Electric power’. ...............05- 
ONEETUCHION 65 eS. ctyeveretel orev les «x0 
Heavy engineering—Public’........ 
Heavy engineering—Private’....... 


Distribution and Trade 
Carloadings, total®*............... 
Carloadings, miscellaneous**........ 
Retail trade (NICB) (S)........... 
Department store sales (S)......... 
Variety store sales (S)............. 
Rural retail trade (S).............. 
Grocery chain store sales (S)®....... 
Magazine advertising linage........ 


Commodity Prices 
All commodities (BLS)®........... 
Raw materials... 2. less... s- 


Manufactured products®......... 
Farm products.................. 


Sensitive industrial (NICB)®........ 
Sensitive farm (NICB)®............ 
BSE LAL US DIICER Tate vin 5 6210)019.6 5 vlnis,0 016 


Securities 
Total stock prices(Standard & Poor’s) 
Industrials 


Totalno. shares traded N. Y.Stock Ex. 
Corporate bond yields (Moody’s). .. 


Financial Indicators 
Bank debits, outside New York City" 
New capital corporate issues. ....... 
Refunding issues.................. 
Comm., industrial and agric. loans’. . 
National income payments......... 
Money in circulation, end of month. 


SAdjusted for season variation 
in data prior to 1944 ‘Average daily 
1946, to Au, ePercentage change, 
production | 
variations in length of haul and amount loaded. 


it, 1946 


1Shipments 

SAverage weekly 
Bureau of Labor Statistics has carried motor grees prices forward at Apa Toe, le 
or age 1945, to August, 1946 


uring first 6 months of 1945; neglieb production i in successive months, 


Unit 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
000 net tons 
000 net tons 
net tons 

net tons 

net tons 

000 gross 
million bd. ft. 
000 dollars 
1935-39 = 100 
1935-39 = 100 
units 

1935-39 = 100 
bales 


million pounds 
million pounds 


1935-89 = 100 
1935-39 =100 
short tons 

% of capacity 
% of capacity 
thous. of pairs 
millions 
1935-39 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
000 dollars 
000 dollars 
000 dollars 


thousand cars 
thousand cars 
1935-39 = 100 
1935-39 = 100 
1935-39 =100 
1929-31 =100 
1935-39 = 100 
thous. of lines 


1926 =100 
1926=100 
1926=100 
1926 =100 
1926 =100 
1926 =100 
1929=100 
1929=100 
1935-39 = 100 


1935-39 =100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 
per cent 


million dollars 
000 dollars 
000 dollars 
million dollars 
million dollars 
million dollars 


°F, W 


September August 
Dp 177 |r 177 
Pp 183 | r 183 
Q\1ir 207 
6,517 6,887 
4,687 4,898 
67,803 59,591 
40,720 35,690 
58,657 59,752 
9,814 10,659 
n.a. 2,880 
25,468 |r 26,911 
p 257 251 
247 |r Q41 
311,268 287,424 
161 |r 1638 
818,449 855,511 
n.a. 60.0 
53.9 |r 57.3 

p 34|r 146 
p 234|r 286 
420,574 468,236 
101.3 104.7 
96 99 

e 41,250 |r 46,086 
26,865 28,953 
p 145 143 
p 51,080 54,830 
5,037 5,444 

e 4,780 |r 4,836 
4,438 4,413 
619,857 | 679,909 
35,859 40,445 
57,406 67,820 
882.9 895.4 
$82.0 387.7 
n.d. |p 268.6 
269 290 
n.a 197.0 
n.a. $52.1 
n.a.|p 264.3 
5,308 4,704 

p 124.0|}p 199.1 
p 41.4) 145.7 
p 115.0)p 111.9 
p 117.2} p 193.9 
p 154.3|p 161.0 
p 131.9|}p 149.0 
114.2 113.2 
169.5 188.2 
162.6 159.8 
125.4 146.4 
128.8 150.4 
119.0 147.1 
109.7 Vip diie Ss 
57,631 28,334 
2.79 2.73 
43,155 |r 43,694 
170,290 $54,302 
144,180 96,807 
p 8,842 8,336 
n.a, 13,466 


1946 


28,509 |r 28,448 


July 


172 
177 
202 
6,610 
4,705 
43,606 
34,029 
59,014 
r 9,426 
2,656 
22,360 
242 
944 
220,321 
156 
729,958 
57.6 
61.9 
r 149 
233 
451,099 
94.0 

89 
r $7,021 
25,440 
146 
r 61,205 
5,263 
4,922 
4,173 
717,991 
74,965 
59,184 


863.7 
365.8 
r 240.6 
273 
r 189.3 
294.2 
r 226.8 
3,870 


124. 
141. 
110. 
118. 
157. 
140. 
119. 
Ute 
156. 


We AMOS O W141 


149.6 
153.4 
153.6 
127.7 
28,602 


2.71 


45,017 
$66,543 
$99,674 

7,827 
r 13,979 
r 28,254 


n.a.Not available 
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2,689 
28,580 
T 241 
r 241 
142,313 
162 
792,661 
60.0 
61.8 
rT 138 
233 
424,316 
104.6 

97 
44,957 
26,360 
r 139 
50,350 
3,636 
4,896 
4,037 
807,914 
51,570 
87,297 


849.7 
368.2 
232.8 
275 

183.0 
267.2 
213.3 
3,757 


112.9 
126.3 
105.7 
107.3 
140.1 
112.9 
103.0 
145.6 
147.7 


153.2 
156.9 
161.8 
130.4 
31,969 
2.71 


43,219 
307,350 
385,565 

7,506 

14,478 

28,245 


rg ac ee ci ie a measured by tax-paid withdrawals 
neering News-Record—average weekly 

aan in the wholesale price index 

dPercentage change, first 8 months, 1945 to first 8 months, 1946 


pPreliminary 


10140 centers 


Percentage Change 


August, September, |Ist 9 months, 
1946, to 1945, to 1945, 

September September, | September, |lst 9 uate 
1946 1946 1946 


0 +6.0 22.8 
0 +5.8 24.8 
9 +8.8 -39.0 
| +8.9 23.5 
18 +10.9 —24.0 
8 +50.2 -41.3 
re! +13.4 —24.3 
8 —-4.8 7.5 
9 +9.1 +10.8 
4 +11.9c -1.6d 
4 -6.7 25.8 
A +11.7 -39.9 
5 -9.5 -59.3 
3 f f 
2 +3 .2 —4.2 
3 +16.8 +3.7 
oe 4+23.7c +8.3d 
9 +12.5 +10.5 
2&2 -6.9 2.3 
.8 2.1 22.8 
$54,546 -10.2 +18.6 423.9 
90.2 -3.2 +12.3 +13.9 
91 -3.0 +5.5 +2.6 
37,257 -10.4 +10.7 +8.6 
26,360 -7.2 +1.9 422.4 
134 41.4 +8.2 —4.0 
46,938 -6.8 +8.8 -10.9 
4,640 7.5 +8.5 +10.0 
4,413 -1.2 +8.3 -0.3 
4,024 +0.6 +10.3 -5.2 
278,262 -8.8 +122.8 +161.0 
16,826 -11.3 +113.1 +73.5 
41,963 -15.4 +36.8 +338 .3 
818.4 -1.4 +7.9 4.7 
847.2 -1.5 +10.0 7.1 
182.0: +11.6b +47.6c¢ +28.7d 
200 7:2 +384.5 +29.8 
164.3 +4.16 +19.9¢ +12.6d 
176.0 +19.7b] +100.1c +41.7d 
175.9 +16.5b +50.3¢ +30.0d 
4,745 +12.8 +11.9 +14.9 
105.2 —4.0 +17.9 +9.0 
114.8 -3.0 +23 .2 +10.6 
96.5 +2.8 +19.2 +9.9 
101.7 -5.4 +15.2 +8.2 
124.3 4.2 +24.1 +11.3 
104.9 -11.5 425.7 +13.5 
96.3 +0.9 +18.6 +7.7 
128.1 -9.9 +32.3 +18.9 
142.0 +1.8 +14.5 +6.2 
126.1 -14.3 -0.6 +24.9 
128.2 -14.4 +0.5 +26.1 
137.5 -19.1 -13.5 +15.8 
110.6 12.5 -0.8 +22.1 
31,275 +103 .4 +84.3 +12.3 
2.8 +2.2 2.1 -6.3 
35,718 -1.2 +20.8 +7.8 
104,820 -51.9 +62.5 +141.3 
705,441 +48.9 -79.6 -21.6 
6,096 +6.1 +45.0 +27.6 
12,6744) -3.7b +6.2c -0.5d 
27,826 +0.2 +2.5 +5.9 


3Excludes reconstructed government shoes included 


8Grocery and combination chain store sales *The 
aAugust, 1945 bPercen' change, July, 
eEstimated ‘o automobi 


rRevised *Value as traffic indicator subject to 


Forecasts for 1947 


In a recent survey by Thomas S. Holden, President 
of F. W. Dodge Corporation, fifty of seventy-two 
nongovernment economists expected a recession in 
business activity by the end of 1947. Only one be- 
lieved the recession would be very great, twenty-three 
expected a “mild” recession, and twenty-four a “mod- 
erately serious” one. 


As regards duration, two thirds foresaw a price re- 
cession of less than twelve months in consumer goods, 
and more than half expected less than twelve months 
of declining prices for durable goods, including build- 
ing material. 

The average rise in the wholesale price index from 
128.4 on August 24 (BLS, 1926=100) to the antici- 
pated 1947 peak was placed at approximately ten 
points. 


A majority did not foresee serious unemployment. 
Inventory troubles and reduced business profits, how- 
ever, were indicated by two thirds. 

Income payments to individuals in 1947 will reach 
$175 billion or $10 billion above 1946, according to 
the Bureau of Agricultural Economics. Income will 
taper off, however, toward the end of next year. 

Assuming normal growing conditions next year, the 
Department of Agriculture estimtaes that cash re- 
ceipts from farm marketings and government pay- 
ments in 1947 may be 5% less than record receipts 
this year. The net income of farm operators, how- 
ever, may be reduced 10% to 15% from $14.7 bil- 
lion, the estimate for 1946, because of increased pro- 
duction costs and reduced receipts from marketings. 

Estimates of national income by the Bureau of 
National Affairs assume a recession in industrial 
production and prices. Projections do not take into 
account a further round of wage-rate increases. BNA 
expects total income payments to fall, from 1946 to 
1947 by 3%. From a high of $172 billion, annual rate, 
in the first quarter of 1947, total income payments are 
expected to drop 15%. The low point will occur in 
the first quarter of 1948. Farmers’ net income, and 
wages and salaries are predicted to decline 33% 
and 17%, respectively, in this period. 

Standard and Poor’s places industrial production 
in 1946 at 170 (1935-1939=100) or 16% below a year 
ago, but 36% above 1940. The index of production 
is estimated at 177 for January, 1947, the same as in 
September, and only one point below their estimate 
for the last quarter of 1946. 

The Bureau of Agricultural Economics places 1947 
industrial production 10% above 1946. 


*Note: A collection of business forecasts will appear regularly in 
The Conference Board Business Record. 
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Farm machinery, attachments and repair parts for 
the 1947 planting and cultivation seasons will show 
little if any increase in number over last year, accord- 
ing to an Agricultural Department prediction made 
late in September. 


Building construction contracts awarded in thirty- 
seven states, it is estimated, will fall to $500 million 
by December, 1946-January, 1947, from a high of 
$932 million in May, 1946, according to Standard and 
Poor’s. 


Bituminous coal production will average 524 mil- 
lion tons in 1946, predicts Standard and Poor’s, 49 
million tons below 1945. 


Automobile and truck production in 1947, accord- 
ing to C. E. Wilson, President of General Motors, will 
total five million, only 358,000 less than the 1929 
record, if there are no shortages of materials and no 
major strikes. 

Standard and Poor’s predicts an almost negligible 
increase in automobile and truck production in the 
last quarter of 1946 and early 1947, as compared with 
present production. 

Lyman W. Slack, Vice President of Packard Motor 
Car Company, recently declared that “the public 
should stop kidding themselves about their chances 
to get a new car” during the first quarter of 1947. 


Assuming labor peace and little government con- 
trol, the supply of steel should equal demand during 
the first half of 1947. T. M. Girdler, Chairman of 
Republic Steel Corporation, stated that “the next few 
years should see the steel industry at a close-to-capac- 
ity peak.” 

Dr. E. L. Butz, agricultural economist at Purdue 
University, wrote recently: “The level of farm real 
estete values may reach its peak in mid-1947 or late 
1947. . . recede from the peak much more slowly 
than . . . in 1920, principally because of the low level 
of mortgage indebtedness and . . . fewer distressed 
farm sales... .” 

With the exception of last year, world cotton pro- 
duction of 1946-47 is predicted by the Department 
of Agriculture to be the lowest in twenty-two years, 
The estimate stands at 22.1 million bales (500 pounds 
gross) 1.6 million bales above last year. 

Paul ‘Hoffman, CED chairman and Studebaker 
president, foresees doubled real income in twenty-five 
years “if we take full advantage of our capitalistic 
system and if we remain at peace.” 

National income is predicted at $149 billion for the 
next five years, at current prices, by 112 nongovern- 
ment economists. 
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Inventories High But 
Shipments Also Rise 


ioe is warily watching inventories as a 
result of record increases in recent months. Civilian 
production officials, enforcing inventory regulations, 
report that they have found no evidence of wide- 
spread inventory speculation by business. CPA 
investigators find great unbalance of items in manu- 
facturers’ inventories, of stocks of durable and non- 
durable goods, and of different items in retailers’ 
stocks. Present stocks represent in most cases less 
than 60 days’ supply, and CPA believes that this 
accumulation can be reduced to appropriate levels 
fairly quickly should shipments and sales fall off. 
Despite the rise in inventories for business as a 
whole, manufacturers’ total stocks have not risen so 
rapidly in recent months as their shipments. (See 
chart.) On the other hand, inventories held fairly 
level last year, while shipments were declining. 
Over-all business inventories—manufacturing, re- 
tail and wholesale—increased in August by more 


Manufacturers’ Inventories and Shipments 


Source: Department of Commerce 
Billions of Dollars 


INVENTORIES 


A, 
=f eager 


\ SHIPMENTS 


\ 
\ 
\ 


GOQUAL VERTICAL DISTANCES REPRESENT 
GOQUAL PERCENTAGE CHANGES 


8 
JF MAMI JS AS ONDJSI FMAM JS JAS OND 
1945 1946 


than $1.1 billion, according to reports of the Depart- 
ment of Commerce. This increase, exceeded only by 
the unprecedented rise of $1.3 billion in July, brought 
the end-of-month total to more than $31.2 billion. 
Manufacturers added $400 million to their inventory 
holdings during the month, raising their total in- 
ventories to a new high for the second consecutive 
month. Most of the August rise in manufacturers’ 


TABLE 1: ae CRU Rees INVENTORIES, SHIPMENTS AND NEW ORDERS 
Source: Department of Commerce 
Index Numbers, 1939=100 


Item 


SUTEAIS BOGUS sco a deo lms, c50\2 curl ai3 Ss talnia. clan Rous 
Automobiles and equipment ............. 
Transportation equipment (except autos). 
Tron and steel and products.............. 
Nonferrous metals and products.......... 
Machinery, including electrical.......... 

PNGGANTADIC ZOOSK. 4504p os. o0 000 ces os 
Chemicals and allied products............ 
Food and kindred products.............- 
Paper and allied products................ 
Petroleum refining ia. 25). cod elc cb 0e ses o:0'¥le 
Textile-mill products.................00+ 


Automobiles and equipment............. 
Transportation equipment (except autos) . 
Tron and steel and products.............. 
Nonferrous metals and products.......... 
Machinery, including electrical........... 
omiurablc goods. <:.. 2.52.04... loce~<..5s 
Chemicals and allied products ........... 
Food and kindred products.............- 
Paper and allied products................ 
Petroleum and coal products............. 
Textile-mill products.................4.- 


Iron and steel and products............-. 
Machinery, including electrical........... 
Nondurable goods 


1Revised 


aValue of orders canceled exceeded new orders received 


Percentage Change 
cay 1946 ae 1945 


August Asher 1946 fon 1946 


1946 1945 


164.3 +2.3 +12.8 
184.9 +2.9 +8.2 
171.4 +2.5 +46 .6 
821.6 +7.9 -15.4 
122.5 +2.5 +7.1 
145.9 0.4 +6.4 
237.3 +2.0 +9.6 
145.7 +1.6 +18.5 
158.8 +0.1 +7.2 
156.1 -0.4 +14.6 
144.0 +2.5 +21.9 
110.8 +4.2 +13.2 
115.7 +2.6 +45.4 
222 +8 b 
262 +8 -11 
182 +9 +2 
1,233 -1 -61 
198 +5 +5 
191 +16 +28 
830 +7 —22 
194 +7 +11 
201 +4 +38 
213 +15 +20 
173 +7 +15 
183 +1 sof 
165 +1 +6 
133 +4 +58 
53 +4 +349 
83 +2 +208 
a +4 Fa oe 
181 +5 +7 


bLess than 0.5% increase 
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TABLE 2: MACHINERY MANUFACTURERS’ INDEXES OF INVENTORIES, SHIPMENTS 
AND NEW ORDERS! 


Source: Department of Commerce 


1989=100 
Period Inventories | Shipments | New Orders Period Inventories | Shipments | New Orders 
1089 January... 2; 1c. ete 100.7 81 83 September. sec ss seis ote celerer 235.9 $25 340 
FBebruary;s..c : aie 101.1 89 82 October. Geis. ces pee etes 242.1 336 356 
Marche sirens Seana 102.1 94 90 Novembet.) 3ii.\.:2to0h Seca 245.6 352 289 
ape NS isisae es one act haere 101.0 Me 90 December scwsyatereveaineerayne ors 249.7 $95 234 
BY. sce cecccecveceeesenens 99.6 10 90 1943 January. cco. cai seeks. 252.1 344 296 
JUNE) poinememint> aes: 98.38 102 9 Febraatycon cer acon 254.6 408 320 
LCN Anes aaeeen GnetaneOr G 97.3 95 89 March taiins ti), hak, ae 259.0 391 343 
FAW AT Ups st dibonnanag sees ey 96.9 94 87 DE aos id: ease a 262.8 405 288 
September.................. 97.0 105 126 Mayr cnc opoitoe Soin 263.6 398 200 
Octobermeneareniva-c mera 98.8 109 137 JUNEss. Soe hee, Lae 261.8 421 344 
November.) scets oes 102.4 115 119 July; eee O: Bes 260.4 410 313 
Decemberssrseae caer. 108.0 115 112 AN gtist: 95 22d 0158 laa 262.1 414 273 
1040) January). 30.)ca.chuIs tee Lits7 102 102 September... .ochicw anew 263.5 419 258 
Webruaryss.c. ce uc oy oe dee 114.7 111 108 October Fest ean vate cee 261.7 427 261 
MES clay Yeee reat efits os eters 116.2 117 104 Novemberse.s2i0s0 sends ee 264.0 409 199 
pA pyre econo ain tae eva ere 115.4 125 107 December i cviacjau:ctetccantors sais 252.4 455 343 
BY a See eilels seiner artes 115.7 129 113 1944 January,.2.c00 os .nctuehen. 254.3 399 415 
June. Ae RPE 115.4 132 133 Pabraaey Des ee 256.4 433 231 
Ail See Meteo ss 116.0 123 185 March. ctlach: aera 259.1 431 255 
Wigiat.o ca “orem cts 116.1 126 150 ADL. 6 acdtacts cdl «cali Miee 258.4 456 298 
September: 2-.)...22000 6 o55 117.5 139 2038 FS Ae Deer aiemencertstty i: Cero 259.8 425 295 
Octobers2 |: eh seateicne 121.2 135 209 Jane AN A ee 257.7 449 295 
November............--+.-. 124.4 142 172 Bil 3200 . as tpdeen ual tees 256.9 439 280 
December............0.000- 129.9 162 225 Migitecy a, oe a eee 424 265 
1941) January sere woe eens freee 135.1 150 197 September) oo... cee acees 250.3 435 303 
February. .cosehiges toate 139.7 169 237 October.:.5.,7.%enkh eee 248.0 446 288 
March a area eas 2 ae eheeas ea RAST 144.5 179 240 November.....c0s. 0108: Mean 246.2 425 302 
a ye Yaels's erels shale omens ele siete > 149.4 193 Q17 Decemiberss7...2. ote eres: 242.6 468 4387 
OURO CDOCIBEEOG “20 55c0 cc 155.5 197 238 1045) January tooo eee aeons 246.3 402 322 
pS ie RRS Ane A 159.1 217 260 meee rae ee 244.6 465 411 
July che vesen se eubicesise se cate 164.9 204 257 March?::°5 323.5% ee: 248.7 443 385 
Agusta. <i oer eens 170.9 206 259 Aprile’, . Lane ae 248.8 465 321 
September..............--- 174.2 233 240 May .jcics Jee oles Se 247.4 438 168 
MADE? an nearer SncoNoOs Coe: 183.4 222 234 VUNG... <,0:o5 so eda eee 244.3 451 226 
Novemberienes9, ostoee ie 190.1 233 244 (Te ee 239.6 399 205 
December syeshruarae cet sas 195.6 263 299 Asi oust >. # eae ee ae 237.3 330 a 
VOSS Danuary,. hee vsoreieisrsis ears <eiesie 203.7 234 $33 September: a... aa0.cs:.c-Mmei 235.1 272 ill 
Rebruary<:-- tice ee ces 208.3 266 443 OctoberPeees eco oie 230.3 267 158 
WMarchi:o5 teactacteatd sce vectceret 212.5 277 420 Novemberscase divine ce caren 229.9 250 188 
APTIL,«:stciaiciis cicicts ofeerssentiteete 217.9 282 400 December jhe tania cls wes 218.3 363 217 
1 ES ey See ARTA ee 222.2 300 487 aia oe ee eee wks , patie 
le ior '» 
amet Meee 224.7 300 498 er able conn es ec ee lied tctiaey tates teen 
Vuly:is sci cutee» Roaeeaenee hws 229.5 308 8355 reported separately. 
PRUBUSE) bok so oo A®. tater ees 232.1 311 420 aOrders canceled exceeded new orders received. 


inventories was in the raw or purchased materials 
category while, for the first time since the end of 1945, 
the rise in the value of goods in process was halted. 

The largest increase in inventories from the previ- 
ous month was reported for the transportation equip- 
ment (except automobiles) group, with a rise of 7.9% 
(1939=100). However, the index is still more than 
15% below a year ago. In meat packing, the sharp 
inventory jump in July was followed by an even 
sharper drop in August. 

With the value at $11.2 billion, shipments by 
manufacturers are now at a postwar peak. On an in- 
dex number basis, the decline which occurred in July 
was more than offset by the 8% August increase. The 
rise in shipments was divided about equally between 
the durable and nondurable industries. There was a 


1Preliminary report for September indicates that manufacturers’ 
inventories rose another $400 million, bringing the total to nearly 
$18.8 billion at the end of the month. 


Table 3: Estimated Value of Business Inventories 


Source: Department of Commerce 
Billions of Dollars 


Teese 


1946 1945 | Percentage Change 


Classification July, | August, 
1946 to | 1945 to 


August | July! June? | August By ar st 


2 380.1 28.8 26.7 | +8.7 |+16.9 
Manufacturers’| 18.4 | 18.0| 17.2] 16.8 | +2.2 |+12.9 
Wholesalers’. .. 4.8 4.6 4.5 3.8 | +4.3 |+26.3 
Retailers’..... 8.0 7.4 7.1 6.7 | +8.1 |+19.4 


1Revised 


slight decrease in the value of aircraft deliveries, but 
marked rises occurred in other durable industries, 
especially nonferrous metals and furniture. A 657% 
increase in the value of shipments by meat-packing 
companies highlighted the rise in the nondurable in- 
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dustries, where the index recovered from a drop in 
July, to a new peak. 

Retail inventories have risen constantly since the 
end of 1945, but have not yet reached the level of 
monthly retail sales. The value of sales in August 
was $8.5 billion, while inventories at the end of the 
month stood at $8 billion. For the corresponding 
period of 1941, inventories were more than one billion 
dollars above the value of sales, the figures being $5.8 
billion and $4.7 billion, respectively. 


Anita R. Kopeison 
Division of Business Economics 


Consumers’ Prices Rise 
Sharply 


| Piste THE first time in almost twenty-six years, 
the consumers’ price index for the United States, 
in September, reached 114.6 (1923100), an increase 
of almost 6% over June and of almost 8% over Sep- 
tember a year ago. 

The sharp rise of 13% in the food component alone 
over the quarter was considerably greater than the 
increase in the other budget groups combined. 

Except for fresh fruits and vegetables, which 
showed seasonal declines, almost every item in the 
food budget advanced in price, particularly poultry, 
grain products, dairy products, fats and oils, canned 
and dried fruit, and coffee. 

From July 1 to July 25, there was a lapse in the 
functioning of OPA. Although many increases had 
been granted by OPA in June, with effective dates 
from the 16th to the 30th, the increases which took 
place after June 30 were considerably larger than 
those which occurred under OPA. Meat ceilings were 
revived on September 10, and although butchers were 
allowed higher price ceilings than formerly, meat 


supplies were not available in all stores. The Board’s 
indexes, however, reflect in all cities the meat prices 
which were quoted as being in effect on September 16. 

In each of the other major categories, with the ex- 
ception of housing which has remained constant, the 
greatest quarter-to-quarter increases of the year were 
shown in September. The clothing, fuel and light, 
and sundries indexes rose 3.4%, 3.3%, and 2.0%, re- 
spectively. 

Continuing the pattern which has prevailed since 
November, 1945, rising prices of men’s clothing were 
again mainly responsible for the higher clothing in- 
dex, although annual adjustments made in certain 
men’s and women’s seasonal items contributed to the 
over-all 3.4% jump. Men’s clothing cost 4.3% more, 
and women’s 2.4% more, than in June. 

The 3.3% increase in the fuel and light index may 
be traced to price allowances, both in late June and 
late August, on anthracite, bituminous coal and coke. 
The cost of gas and electricity remained stationary. 

Sundry items which rose in price were tobacco 
products, starch, laundry and bath soaps, gasoline. 
and fees for personal services. 

Every industrial city surveyed in September 
showed over-all price rises since June; only nine, or 
less than 15% of the total number reporting, experi- 
enced price advances smaller than 5.0%. 

The 1923 dollar was worth only 87.3 cents as of 
mid-September, a drop of approximately 7% since 
the war’s end. 

Tue Conrerence Boarn’s index, formerly called 
the cost of living index, will be known henceforth 
as “The Index of Quoted Retail Prices for Consumers’ 
Goods and Services Purchased by Moderate-income 
Families,” or more simply, “Consumers’ Price Index,” 
in order that its title may more closely describe the 
intent and coverage of the study. 


Fiorence §. GEIGER 
Statistical Division 


CONSUMERS?’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Weighted 
Average of 
All Items 


Date Housing! 


Total 


Clothing 


Fuel and Light 


Index Numbers, 1923=100 


1945 September.............. 106.2 112.9a 91.0 94.6 
Cletouers. .. 5 ttle sted 106.3 112.8 91.0 94.9 
Movember... 5 2068. «lv: 106.7 113.9 91.0 94.9 
MIOBPUMIEN, . .c.futat,. cts 2 107.1 114.9 91.0 94.9 

“nh i bad ale rr 106.7 113.8 91.0 94.8 
BOUOM Oe. cs hictsieteks «ole 2 108.2 116.25 91.0 96.4 
September. :.........0. 1 114.6 131.3¢ 91.0 99.7 


Men’s Women’s Total? Electricity Gas Dollar 
103.9 85.3 97.4 66.9 94.5 115.8 94.2 
103.9 85.8 97.4 66.9 94.5 115.4 94.1 
104.0 85.7 96.9 66.9 94.5 115.5 93.7 
104.1 85.6 97.1 66.9 94.5 115.7 93.4 
104.2 85.4 97.4 66.9 94.5 115.9 93.7 
106.8 85.9 97.3r 66.9 94.5 117.6r 92.4 
111.4 88.0 100.5 66.9 94.5 119.9 87.3 


Percentage Changes 


June 1946 to Sept. 1946........ +5.9 | +13.0 0 
Sept. 1945 toSept.1946........1 +7.9 | 416.3 0 


1Data on housing collected twice annually, June 15 and December 15. It is 
assumed no change has occurred since June 15, 1946. 
Includes fuel as well as electricity and gas. 


+3.4 
+5.4 


aBased on food prices for September 18, 1945. 
bBased on food prices for June 18, 1946. rRevise 


+2.4 


43.2 te 


+3.2 0 0 
cBased ms food prices for September 16, 1946: 


+4.3 
+7.2 
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Earnings and Hours 
in Manufacturing 


RODUCTION workers in the twenty-five manu- 

facturing industries surveyed each month by Tuer 
Conrrerence Boarp earned more for an average 
hour’s work in August than ever before, marking the 
seventh consecutive month in which a new peak was 
reached. 

Average hourly earnings have risen every month 
since November, 1945. The increase of 1.8% from 
July to August brought the average to $1.215 in the 
latter month, the highest ever recorded. Since August, 
1945, hourly earnings have risen 10.2%, while the 
number of hours worked is less by 3.4 hours, or 
18%. 

Weekly earnings averaged $48.59 in August, 2% 
more than in July and 1.8% more than in August of 
last year. They were only $2.40, or 4.7%, less than 
in March, 1945, when the peak for the series was 
reached. Actually, the August average was surpassed 
only during the months from June, 1944, through 
July, 1945, and was higher than at any other time. 
Since January, 1941, and August, 1939, weekly earn- 
ings have risen 58.7% and 78.1%, respectively. 

While actual weekly earnings were slightly higher 
in August, 1946, than last August, real earnings, or 
actual earnings adjusted for changes in the consum- 
ers’ price index in terms of 1923 dollars, have declined 
7% over the year. However, they are still 17.1% 
greater than in January, 1941, and 28.2% above the 
August, 1939, level. 


Wage-rate Increases and Workers Affected 
Source: Tus Conrzrence Boarp 
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By this August, employment in the twenty-five 
manufacturing industries had regained all postwar 
losses and was even slightly higher than in August, 
1945, the last month before the end of the war. 

Total man hours in August were also higher than 
at any time during the year since the end of the war, 
but they were still under the level of the previous 
August. The highest point for man hours was in 
October and November of 1943. The August index of 
98.3 (1923=100) was 31.1% below this peak. 

As in employment, total payrolls had by this 
August made up all postwar declines, and were some- 
what higher than in August of last year. While they 
were 19.9% below their peak level of November, 1943, 
they were 103.7% greater than in the prosperous year 
of 1929. 

ExizasetH P. ALLIson 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 25 MANUFACTURING INDUSTRIES 
Norn: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 
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Survey of Business Practices—continued 


Excerpts from Replies to Survey of 
Business Practices 


(See article on page 456) 


PRIMARY PRODUCTS 


Steel Producers: Shortages Key Problem 


“We have no inventory of raw materials and a minimum 
of goods in process. There is no finished products inven- 
tory, since there are ten customers waiting at our gate 
for every finished ton of steel.” . . . “Our inventory prob- 
lem is largely one of shortages.” . . . “We have not ac- 
cumulated any excess inventories either in raw materials, 
goods in process, or finished products as our sales are equal 
to or higher than our production.” . . . “Total inventory 
is extremely high, but there are both shortages and sur- 
pluses. We have experienced some unusual increases, owing 
mainly to strikes or slowdowns in customers’ plants. With 
our present crowded schedules, we have had to continue 
operations even though shipments are temporarily sus- 
pended.” 

“We are not accepting new orders. Pipe lines are filling 
up in certain commodities. This may result from the fact 
that our customers have unbalanced inventories.” . : 
“New orders are not leading shipments largely because 
delivery promises are unsatisfactory at best and the cus- 
tomer gains little by increasing his commitments.” 


METAL MANUFACTURES 
Automotive Equipment: Unsteady Flow of Materials 


“Some of the increase in our inventories is a result of 
higher prices; a large part of it, however, results from greater 
quantities of materials on hand. There is a tendency today 
to purchase what we can and fabricate it on an even 
basis.” . . . “We are unable to obtain a steady flow of 
materials because of work stoppages so we have had to 
carry larger stocks of raw materials. Bottlenecks and 
schedule slowdowns or changes in our customers’ plants have 
also left us with larger quantities of finished mate- 
rials.” . . . “We have had no unusual increases in inven- 
tory, considering our present volume.” 

“Cancellations are practically nonexistent, and orders are 
far ahead of shipments.” 


Electrical Appliances: Unbalanced Inventory 


“Today it is impossible to operate as close to the cush- 
ion as before, and this requires more storage space and 
more capital.” . . . “Our chief inventory problem at the 
present time is unbalanced stocks. We are shipping every- 
thing just as fast as it comes off the production lines.” . . . 
“We are continually being faced with an unbalanced in- 
ventory as suppliers are unable to deliver material on 
schedule or in promised quantities. This affects goods in 
process and finished products, where, because of a lack of 
supplementary parts, we cannot get into a proper balance.” 

“We have had practically no order cancellations. New 
orders are still leading shipments, so that it has been neces- 
sary for us to ship practically all merchandise on an allo- 
cation basis.” . . . “With respect to our particular line 


of business, we see no signs as yet of the pipe lines filling 
up except in the case of small AM sets made by previously 
unknown manufacturers. Production of console and phono- 
graph models is still way behind demand, and there is like- 
wise still a very large unfilled demand for FM merchan- 
dise.” . . . “We do not believe that the pipe lines for 
our products will be adequately filled before the third or 
fourth quarter of next year.” 


Electrical Machinery: Finished Goods Inventories Up 


“Our inventory has increased considerably owing to un- 
balanced conditions resulting from strikes and a rather 
stiff policy on the part of certain steel companies in not 
cooperating in certain rescheduling.” . . . “We have ex- 
perienced an increase in our inventory of finished products 
owing to the failure of our customers to accept equipment 
because of shutdowns and currently also because of lack 
of transportation.” . . . “We are faced with the immediate 
problem of inventory liquidation. For the past year, we 
have been accumulating raw materials because of un- 
certain delivery promises and the erratic deliveries of steel. 
Work in process has also increased as a result of the failure 
of our vendors to meet the many revised delivery dates and 
as a result of limited machine capacity.” 

“Shipments are exceeding new orders because our de- 
livery dates are so far extended that they discourage cus- 
tomers. While there are no immediate signs of the pipe 
lines filling up, we believe they will and we are revising our 
plans so that we will not be caught in an unfavorable inven- 
tory position.” . . . “New orders are still leading shipments 
and will continue to do so until we can ship in greater 
quantity than at present.” . . . “More competitive condi- 
tions will prevail shortly in some of our lines. This will 
probably be a healthy sign.” 


Machinery—General: Shortages Hinder Production 


“Because of the scarcity of certain items, when we can 
obtain them we probably buy considerably more than we 
would under normal conditions. As a result, our inventory 
is somewhat unbalanced.” . . . “Shortages have obliged us 
to build up an unbalanced inventory, with many machines 
complete except for one or two critical parts.” . . . “We 
have been somewhat hampered in shipping our products 
owing to difficulties in obtaining roller bearings and elec- 
trical motors and controls.” . . . “Our greatest inventory 
problem is one of balance. Our inventory of finished goods 
is the lowest it has been in many years.” . . . “Certain 
critical items required to complete orders are slow coming in, 
and this necessitates holding the balance of the material 
and parts until these items are received.” 

“New orders are still leading shipments, and up to now 
we have experienced no decline in the demand for our 
products.” . . . “New orders are currently ahead of ship- 
ments, but they are beginning to flatten out. There are 
signs that many new projects which were going ahead full 
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steam are now being held in abeyance or discontinued en- 
tirely.” 


Machine Tools: Slow Deliveries 


“Our regular inventory has increased by only a trivial 
amount, but we do have some finished machines awaiting 
shipment abroad which are being held up by the maritime 
strike.” . . . “Our only inventory problem arises out of 
slow deliveries of certain types of tool steel as a result of 
strikes. We have tried to increase our finished goods in- 
ventory so that we would be in a stock position on all 
standard items.” . . . “For some time past it has been 
necessary to place orders with an abnormally long lead 
time, usually longer than our authorized production sched- 
ules. Consequently, our raw material inventory is excessively 
high. Also, we built up a large inventory of work in process 
to give employment to our returning veterans and to pro- 
vide for the volume of orders we expected. Recent shipping 
embargoes and shortages of motors have delayed shipment 
of the finished products.” . . . “Our principal inventory 
problems are the substantial upswing in values, and difli- 
culties in maintaining an even, regulated flow of work in 
process.” . . . “Inventories of raw materials and work in 
process have increased because of unbalance since we have 
been unable to complete items owing to shortages of pur- 
chased parts.” . . “We have had no unusual increases 
in our inventories of raw materials and goods in process. 
Our finished goods inventory has to be increased in accord- 
ance with our budget in order to meet customer demands.” 


“We have had very few cancellations as our customers 
buy for use only. New orders are slightly ahead of ship- 
ments.” . . . “We can see no evidence of our pipe lines 
filling up. However, some of our competitors are quoting 
very short deliveries so we may not be representative of 
the entire industry.” . . . “Domestic orders have been on 
a fairly even level for the past eight months; foreign orders, 
as usual, are very spotty and we expect them to drop off 
materially in the near future.” . . . “New orders are lagging 
behind shipments, probably partly as a result of the long 
delivery we are now quoting. Also, postponement or can- 
cellation of some of our customers’ programs is having an 
adverse effect on new orders.” . . . “There are some signs 
that the pipe lines between ourselves and our consumers 
are filling up.” 


OTHER MANUFACTURES 


Chemicals: More Difficulties Than During the War 


“We are having more trouble obtaining goods than dur- 
ing the peak of war activity as a result mainly of the strike 
situation.” . . . “The raw material situation in our industry 
is at an all-time low and finished goods inventories are 
practically nonexistent.” . . . “We are experiencing more 
trouble now than during the war in obtaining practically 
all raw materials.” . . . “Our inventory of raw materials is 
too short for satisfactory operations. We are obliged to 
buy all we can of anything, anytime it is available.” . . . “Our 
inventories are currently at a working minimum because 
of scarcities of our raw materials and an unsatisfied de- 
mand for our finished products.” . . . “Our investment in 
inventory is about twice what it should be.” . . . “Our 
problem is controlling the size of our inventory under con- 
ditions when shortages practically compel taking in mate- 
rial to insure having it for future use.” . . . “Our principal 
concern today is the necessity for increasing production to 
meet the requirements of our customers.” . . . “Our 
main concern is in some recent sharp price advances 
for some of our raw materials, with the danger of an ex- 
tensive decline in these prices sometime next year.” 


“Dealers’ stocks of our product are at an all-time 
low.” . . . “We have had practically no cancellations and 
the volume of new orders we are receiving is in excess of 
the orders which we are able to ship.” . . . “For a long 
time we have been turning down business.” . . . “New 
orders are about in line with shipments, since we usually 
do not accept orders that cannot be shipped within about 
two months.” . . . “Our orders outstanding remain fairly 
constant.” . . . “There is still a tremendous demand for 
our product, but it is questionable whether this demand will 
continue if prices continue to rise.” . . . “We have received 
cancellations on some items as other items not offered pre- 
pou are gradually making their appearance on the mar- 

et.” 

“We are of the belief that production in many lines is 
beginning to exceed demand, and we are a little fearful 
whether the over-all picture will become sufficiently changed 
to affect all business operations sometime between May and 
August of 1947.” 


Paper and Products: Inventory Restrictions Lifted 


“With the lifting of wartime restrictions gn inventories 
of certain items, we have, as a protection to insure con- 
tinued operation, carried greater quantities when it has 
been possible to obtain what we ordered.” . . . “No real 
inventories of pulp are available; pulpwood is in fair supply, 
but all kinds of chemicals are exceedingly short. For this 
reason there are no inventories of goods in process or fin- 
ished goods.” . . . “Our inventory has increased greatly 
in the past nine months, with most of the rise in raw mate- 
rials.” . . . “Our inventory of pulp represents a fair supply 
but we feel much uncertainty for the future because of the 
sharp reduction in imports.” . . . “We are not able to 
maintain a proper inventory balance or, in fact, to make 
purchases in competitive areas. We have had an unusual 
increase in inventory of finished products resulting mainly 
from the requirement of the ODT that box cars be loaded 
to maximum capacity. This requires us to accumulate 
tonnage for each customer.” . . . “Our inventory levels 
are lower than normal needs for good delivery and thus 
hamper our operations.” . . . “Quite a percentage of the 
supply of wood pulp in this country comes from the Scan- 
dinavian countries, but since they do not like the prices 
that have been set by the OPA, wood pulp is not very plen- 
tiful.” . . . “Many items are on a hand-to-mouth basis 
or worse, while others have increased rapidly above nor- 
mal.” . . . “As a result of the truck strike in New York, 
we have been forced to warehouse small tonnages of fin- 
ished paper at intermediate points from which it will be 
moved when normal transportation is available.” . . . “We 
have two problems facing us: a lack of lumber for packing 
goods and in a few instances the inability of suppliers to 
obtain cars for sending raw materials to us.” 


“The demand for our products exceeds what we have 
to sell and we expect this condition to continue for some 
period of time.” . . . “Our potential orders are greatly in 
excess of our capacity to produce and as yet have shown 
no signs of dropping.” . . “For a long time we have 
limited the tonnage that we will permit each customer to 
order.” . . . “We still have a backlog of orders that is 
larger than we can hope to fill.” . . . “The pipe lines for 
our products have been more or less filled all through 
the war.” . . . “We have had some cancellations owing to 
our inability to make deliveries prior to the Christmas sea- 
son. Shipments are exceeding new business by a substan- 
tial amount as we are refusing to accept orders.” . . . 
“Faint signs of price resistance are appearing in a few 
spots.” 


